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This report contains forward-looking statements and reflects management’s
current views of future economic circumstances, industry conditions, Company

= 1 performance and financial results. These forward-looking statements are subject
S to a number of factors and uncertainties which could cause the Company’s

L actual results and experience to materially differ from anticipated results and
expectations expressed in such forward-looking statements. A description of
certain factors which may affect operating results may be found in Management's
Discussion and Analysis of Financial Condition and Results of Operations under
the caption “Forward-Looking Information” contained elsewhere in this report.
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A Message to Shareholders

2001 was a record year! Each quarter we
set a new record for net income and earnings
per share. Diluted earnings per share jumped
from $0.49 in the first quarter of 2001 to
$0.58, $0.60 and $0.67, respectively, in the
following quarters. Our loans grew 20.7%.
Our number of deposit account customers
grew nicely. Our efficiency ratio improved each

varter, dropping below 50% for the third and

ourth quarters. Our various asset quality ratios
were excellent throughout 2001, despite the
economic slowdown. Both net interest income
and non-interest income were records.

These are great results — important results
for our shareholders. But in 2001 we did
much more than achieve one year’s good
results. We set the stage for success in years
to come. We achieved excellent short-term
results, while strengthening our balance sheet,
improving our product line, expanding our
management team and growing our franchise
to contribute to our long-term success. In the

1996“*: 1997 1998 1999 2000 2001

Since 1996 we have achieved
compounded annual growth rates of
24.2% in net income and 17.5% in
earnings per share.

next few pages, let me report to you on what
we consider the highlights of 2001 — some are
obvious from our reported financial results and
some are more subtle.

Record Earnings

Our 2001 net income totaled $8,959,000,
a 48.3% increase over 2000 net income.
Diluted earnings per share were $2.35, a
46.9% increase over 2000 earnings per share.
Our strong earnings performance in 2001 was
particularly satisfying after a disappointing
earnings year in 2000 and it validated our
assertion that the earnings dip in the last two
quarters of 2000 was just a bump in the road.
Not only did we report record net income for
each quarter in 2001, we have now reported
record net income for eighteen of the last
twenty quarters. Over the past five years we
have achieved compounded annual growth
rates of 24.2% in net income and 17.5% in
diluted earnings per share. As the graph above
shows, our 2001 earnings were back on track.




Loan Growth and Asset Quality

Our lenders did an excellent job in 2001,
increasing loans by $106 miilion, or 20.7% for
the year. This growth was above the upper end
of our range of expectations and was particu-
larly encouraging considering the slower
economic conditions prevailing for much of the
year. Over the past five years our loans have
grown at a compounded annual rate of 23.5%.

Maintaining good asset quality has always
been an important focus for us. Throughout
2001 our lenders did an excellent job in this
area. Our non-performing loans as a percentage
of total loans were 0.29% at year-end 2001,
an improvement of 8 basis points from the
previous year-end. Our non-performing assets
as a percentage of total assets were 0.28% at
year-end 2001, an improvement of 14 basis
points from the previous year-end. The
company'’s ratio of loans past due 30 days or
more, including non-accrual loans, was just
0.72% of total loans at year-end 2001. That is
the best past due ratio we have had at the end
of any quarter since we went public in 1997.
While our markets and many of our customers
have not been immune to the economic slow
down, we were very pleased with our favorable
asset quality ratios throughout 2001.

Loans s mittions)
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Over the past five years our loans
have grown at a compounded

annual rate of 23.5%.
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Our strong commitment to maintaining
asset quality is evidenced by our favorable
charge-off experience. In 2001 our net loan
charge-offs equaled 0.24% of average loans.
Over the past five years our charge-off ratio
has averaged 0.27% per annum and has
consistently compared favorably to ratios for
the commercial banking industry as a whole.

ing good asset quality has always been an important, focus,_for us.
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Charge-Off Ratios
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Bank of the Ozarks, Inc.
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Data from the FDIC Quarterly Banking Profile. *2001 FDIC data not
available at date of printing.




Improved Asset Mix and
Capital Position

When we expanded aggressively in our
two largest metropolitan markets in 1998
(metropolitan Little Rock/North Little Rock and
Ft. Smith) we found ourselves in a situation
where we could grow deposits substantially
faster than we could prudently grow our loan
portfolio. At that time we made a strategic
decision to capture deposit market share even
though it would change our balance sheet mix.
From year-end 1997 through year-end 2000,
our securities portfolio grew from $42 million
to $253 million and our loan to deposit ratio
declined from 93% to 75%. This was a
departure from our traditional balance sheet
management and it
contributed to a

our asset mix was a significant contributor to
our 152 basis point improvement in net interest
margin, from 3.10% for the fourth quarter of
2000 to 4.62% for the fourth quarter of 2001.

This change in asset mix also helped us
reduce interest rate risk. Typically our
investment securities have fixed rates and
longer terms than our loans. In 2001 we made
a conscious effort to reduce both the absolute
size of our investment portfolio and its
expected maturity or average life. As a result,
the average expected maturity of our invest-
ments was reduced to 5.5 years as of year-end
2001 compared to 9.5 years as of year-end
2000. Further in 2001 we tried to increase the
percentage of adjustable rate loans in our loan

portfolio. As a
result 14.9% of

higher level of inter-
est rate risk and
lower net interest
margins from 1998
through 2000. 1

One of our
important goals for
2001 was to return
our balance sheet to

L Loan/Deposit Ratio
L Net Interest Margin

a more traditional
mix by significantly
reducing the propor-
tion of our earning
assets invested in
securities and
increasing the
proportion of our

our loans were
adjustable rate
loans as of year-
end 2001 compared
to 11.3% at the
previous year-end.

These changes
in the asset side of
our balance sheet
limited our growth
in total assets for
2001 to just 5.4%.
Along with an
increase in retained
earnings, this
slower asset

growth rate had the

earning assets

1996 1997 1998

1999

favorable effect of

2001

2000

invested in loans. We

increasing our ratio

expected this strategy
would slow our
balance sheet growth
for several quarters

Our higher loan/deposit ratio was
a significant contributor to the
improved net interest margin in 2001.

of average common
equity to average
assets from 5.59%
for 2000 to 6.43%

while we were
reducing the size of our securities portfolio.

The declining rate environment of 2001 was
a good environment in which to accomplish our
balance sheet transformation. During the year,
we reduced our investment securities portfolio
by $66 miilion, or 26%, to $187 million.
The reduction in the securities portfolio was
accompanied by $106 million of loan growth.
As a result, our loan to deposit ratio increased
from 75% at year-end 2000 to 91% at year-end
2001, almost back to the 1997 level.

We generally earn better yields on loans than
investment securities. Therefore, the change in

for 2001.

In addition to these changes in our assets, in
the last week of 2001, we added $20 million of
fixed rate borrowings to mitigate our exposure
to interest rate increases in 2002.

While we are still somewhat liability
sensitive, collectively these changes have
moved us much closer to a neutral interest rate
risk position for 2002. With the possibility of
higher rates in 2002, we are more comfortable
with our smaller securities portfolio, shorter
securities portfolio average life, higher percent-
age of variable rate loans, higher capital ratio,
and higher level of fixed rate borrowings.




Improved Deposit Mix

If you compare total deposits at year-end
2001 with total deposits at year-end 2000, you
might mistakenly conclude that we didn’t do
much on the deposit side this past year. In fact,
our $678 million in total deposits at year-end
2001 were almost exactly equal to our deposits
at year-end 2000. However these numbers fail
to reflect the significant transformation that
took place in our deposit mix during 2001.

Deposits s mitions)
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Over the past five years our deposits
have grown at a compounded annual
rate of 24.0%.

Another of our important goals in 2001
was to increase our level of core accounts,
specifically checking, savings and money
market deposits, while reducing our level of
higher costing CD deposits. This was intended to
reduce our cost of funds, increase service charge
revenue and reduce interest rate risk. To achieve
this goal, we refocused our marketing efforts,
redirected our sales staff and implemented
certain product changes.

The results exceeded our expectations.
During 2001 our aggregate checking, savings
and money market deposits increased $136
million while aggregate CD accounts declined
an equal amount. This change in deposit mix
contributed to a 230 basis points reduction in
our cost of interest bearing liabilities from the
fourth quarter of 2000 to the fourth quarter of
2001. Growth in our core accounts was also a
significant factor behind the improvement in our
income from deposit service charges in 2001.

In the second quarter of 2001, we introduced
MaxYield™ Checking, which was a substantial
contributor to our growth in checking accounts.
This product is designed to compete with the

very best transaction account products offered
by the brokerage industry, while still providing
a lower minimum balance and other benefits
typical of an interest bearing bank checking
account. To date we have offered this product
only in select markets, but expect to expand
its offering to other markets in the future.

Deposits s mitions)
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During 2001 our aggregate checking,

savings and money market deposits
increased $136 million while CDs (Time

Deposits) declined an equal amount.

During the fourth quarter of 2001, the
company’s non-CD deposits accounted for
45.5% of total average deposits which is a
substantial improvement from 26.1% of total
average deposits in the fourth quarter of 2000.
In the year ahead, we expect to grow both core
checking, savings and money market deposits
and CD deposits. In fact we will be somewhat
more aggressive in the acquisition of CD
deposits in 2002 than we were in 2001 because
of our desire to extend liability maturities to
mitigate the effects of potential interest rate
increases. However our main focus for deposit
growth will continue to be adding core check-
ing, savings and money market accounts. We




believe the progress we made on the deposit
side of the balance sheet in 2001 strengthened
our core customer base and added value to
our franchise.

We offer a comprehensive array of
competitive deposit products which should
help us achieve good growth in core checking,
savings and money market accounts. These
products meet the needs of our full range of
deposit customers. For customers who need
basic banking services, we offer Free Checking,
which requires no minimum balance and has
no monthly service charge. For customers
desiring the flexibility of a checking account
and the yield of a money market mutual fund,
we offer our new MaxYield™ Checking. In 2000
we launched our On-Line Banking services
which have proven to be very popular with
customers. As of year-end 2001, just twenty
months after introducing this service, 12% of
our individual checking account households
have enrolled in On-Line Banking. From
retirees in rural communities to large cash
management customers, more of our customers
are utilizing On-Line Banking every day.

For our business and public funds customers,
we offer some of the best cash management
services in the state. Our cash management
capabilities allow us to effectively compete
with much larger regional and super-regional
banks. These products, combined with our
commitment to quality personal service, should
allow us to achieve our future goals for core
account growth.

Net Interest Income and
Net Interest Margin

Aided by declining interest rates, strong
loan growth and the changes in deposit mix,
our 2001 net interest income was a record
$29.7 million. Net interest income increased
each quarter during the year as did net interest
margin. Net interest margin increased from
3.35% in the first quarter of 2001 to 3.86%,
4.35% and 4.62%, respectively, in the following
quarters. For the full year of 2001, net interest
margin was 4.05%.

We expect net interest income will continue
to be our primary source of revenue. Accord-
ingly, maximizing our net interest income while
maintaining an acceptable net interest margin
is a key goal. To achieve this goal, we want to
continue to achieve strong loan growth, while
maintaining excellent loan quality. We hope
this growth will be sufficient to maintain our

ratio of loans to deposits near the year-end
2001 ratio or even slightly higher. Obviously
the improvement in this ratio in 2001 was a
significant factor in our improved net interest
margin. We also hope to continue to improve
our cost of funds by maintaining a favorable
deposit mix.

%
1

40 2000 1Q 2001
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Aided by declining interest rates,
strong loan growth and the changes

in deposit mix, our 2001 net interest
income increased each quarter.

Non-Interest Income

In recent years we have sought to grow and
diversify our sources of non-interest income
and we will continue to do so. Non-interest
income increased 33% in 2001 and was an
important contributor to our earnings growth.
We enjoyed strong growth in deposit service

Non-Interest Income s mitions)
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Over the past five years our non-
interest income has grown at a
compounded annual rate of 31.6%.
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Service Charge Income
($ Millions)

1996 1997 1998 2000

Strong growth in core accounts has
contributed to improvements in
service charge income.

1999 2001

charge income in 2001. In the first quarter, we
had $842,000 in income from deposit service
charges. This increased to $919,000 in the
second quarter, to $979,000 in the third quar-
ter, and to $1,035,000 in the fourth quarter.

We also achieved excelient mortgage
lending income due to a high level of mortgage
refinancing activity and a favorable market for
new home purchases.

In 2002 we expect to continue to achieve
good growth in core accounts which should
contribute to growth in income from deposit
service charges. In addition, we also expect
2002 income from deposit service charges
to benefit from a new product offering. In
January 2002 we began offering Bounce-Proof
Security™ which is an additional service
extended to qualifying transaction account
customers. As the name suggests, these cus-
tomers have a pre-approved right to overdraft
their accounts to a limited extent. This product
should help us add new customers as well as
generate additional non-interest income.

We had an excellent year for mortgage
lending income in 2001. While it is unlikely
that our 2002 mortgage results wiil equal
2001’s results, we have a long-term goal of
increasing mortgage lending income. To do
this, we are striving to hire additional mortgage
originators, grow our market share in existing
markets and expand our mortgage operations
into new markets. In the long run, we believe
this will be an important source for future
growth in non-interest income.

During 2001 we made some significant

changes in our trust department. These changes
included bringing in a new leader for the trust
department and adding new officers in charge
of investments and employee benefit programs.
Substantial opportunities exist to expand our
trust business and increase this source of non-
interest income. We believe we now have the
team in place that will provide the level of
service needed to achieve growth in this area.

In 2000 we began offering investment
services through an agreement with Investment
Professionals, Inc. Although this program
started slowly in 2000, we increased our
revenues from this service in 2001. The past
two years have been a difficult period in which
to launch the offering of brokerage services, yet
we believe this can become a meaningful source
of non-interest income.

Non-Interest Expenses and Efficiency

In 2001, we worked hard to control our
non-interest expenses and improve our
efficiency ratio. Our non-interest expenses
grew only 12% last year, while our net interest
income grew 26% and our non-interest income
grew 33%. Obviously that’s a recipe for success.
Our efficiency ratio improved from 56% for
2000 to 50.3% for 2001. Our efficiency ratio
was 46.5% for the fourth quarter of 2001, the
second quarter in a row it was below 50%.
Achieving an efficiency ratio below 50% has
been one of our long-term objectives. We are
very proud of this accomplishment, especially
considering that we have opened eighteen new
banking offices in the last five years.

Efficiency Ratios

71996 1997 1998

Our efficiency ratio was 46.5%_for 7
the fourth quarter of 2001, the second
quarter in a row it was below 50%.
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Growth and Expansion

In 1994 we were a much smaller company
with just five offices serving four small commu-
nities in western and northern Arkansas. At
that time we launched a major expansion
strategy via de novo branching in new markets.
In just eight years, we have expanded to 28 full
service banking offices serving 19 communities
in northern, western and central Arkansas as
well as one loan production office in Charlotte,
North Carolina. This expansion has included
larger markets such as Pulaski County, which
includes Little Rock and North Little Rock and
is Arkansas’ largest banking market, and
Sebastian County, which includes Fort Smith

and is Arkansas’ fourth largest banking market.

This expansion continued in 2001 as we
built four new banking offices and added a loan
production office. In March we opened a Wal-
Mart Supercenter branch just south of Little
Rock in Bryant. Qur Zero Street branch in Fort
Smith opened in April. Our branch in the Otter
Creek area of Little Rock opened in May. In June
we acquired a branch in Lonoke, just east of

Little Rock. In October we opened a small loan
production office in Charlotte, North Carolina
after one of our top lenders relocated there for
family reasons.

This growth and de novo branching strategy
has proven to be successful as our 2001 results
indicate. We expect to continue expansion via
de novo branches with plans to open approxi-
mately six new banking offices in 2002. we
will open an office in Maumelle, just north of
Little Rock, in the first quarter. We expect to
open at least two offices in Conway during
2002. Conway is the eighth largest city in
Arkansas. It is located in Faulkner County,
which was the second fastest growing county
in Arkansas from 1990 to 2000. During the
past decade the city of Conway grew 63%. It
1s an excellent geographic fit for our franchise.
We also hope to open additional fill-in offices
in and around metropolitan Little Rock/North
Little Rock and Fort Smith. The exact number
of new offices to be opened in 2002 will depend
on a number of factors including the availability
of quality personnel and sites, our earnings
growth and economic conditions.

New Banking Offices

With 23 banking offices opened in the past eight years,
we have substantial capacity for growth.

1994 1995 1996 1997

1998 1999 2000 2001




2002 and Beyond

Obviously 2001 was an excellent year, but
our focus is now squarely on the future. And
we are excited about what lies ahead in 2002
and beyond.

When we first launched our de novo branch-
ing and growth strategy in 1994, we saw many
opportunities and many challenges. We have
met many of the challenges, turned many of the
opportunities into victories, and proven that our
strategy works. It works for one very simple
reason — many customers really do want the
products and services the “big” banks offer,
but they also want the friendly, personal service
of a “hometown” bank. We have expanded
our product line and the sophistication of our
services and will continue to do so. We can
compete with the products and services the
big banks offer. But we have also kept sight of
the customer. We realize that each individual
customer is our future.

Our robust growth in loans and core deposit
accounts in 2001 was not a result of any magic
on our part. It was a result of the fact that
hundreds, even thousands, of individuals chose
to do business with Bank of the Ozarks instead
of somewhere else. They didn’t choose our logo
or our name — they chose the people that are
Bank of the Ozarks. They chose to trust us
with their finances and to build a relationship
with us. For many the relationship is small and
simple. For others, the relationship is large and
complex. But for each customer it is an
important relationship and one that demands
our very best. Everyday we must earn that
trust and build those relationships.

It seems like such a simple truth. How could
anyone in business not see it! Qur customers,
small and large, are our future! If we remem-
ber that truth and act accordingly, we have no
reason to be anything but excited about 2002
and beyond.

You have our commitment that each day we
will work hard to make sure that Bank of the
Ozarks continues to be “The Right Bank at the
Right Time” for Arkansans. If we do that, [ am
confident you will be pleased with the results.

George Gleason
Chairman and Chief Executive Qfficer




Financial Information

Selected Consolidated Financial Data

Year Ended December 31,
2001 2000 1999 1998 1997

(Dollars in thousands, except per share amounts)

Income statement data:

INterest iNCOME........ueevuveriveeverenieerneennnne $ 60,119 $ 60,752 $ 51,575 $ 38,882 §$ 27,468
[NEETESE EXPENSE .oevvrrrrreerervirirrririrriereeerennss 30,414 37,089 27,782 20,518 12,979
Net interest income ........cccooveveveeerrivnennnn. 29,705 23,663 23,793 18,364 14,489
Provision for loan losses ........cccccccoveerunenn. 3,401 2,325 2,485 2,026 1,139
Non-interest iNCOMEe .......coovvvvrverevernererennnns 7,353 5,542 5,147 5,031 2,925
NON-interest eXpense .........ccvevvvverrveeeenans 19,030 16,964 16,464 13,119 9,228
Distribution on trust preferred securities . 1,587 1,587 846 - -
NEt INCOME ..cvvvvriiieiieiireeeenieere e, 8,959 6,040 6,635 5,629 4,531
Per common share data:
Earnings - diluted .........oocveeviininirinienns $ 235 % 1.60 $ 1.75  $ 147 $ 1.38
BOOK VAlUE ....ccovvvveiivieeniie e, 14.97 12.79 11.61 10.68 9.44
Dividends .......ooveveeviveeeiiieiirr e 0.46 0.42 0.40 0.23 0.20
Weighted avg. shares outstanding (thousands) 3,816 3,782 3,792 3,819 3,281
Balance sheet data at period end:
Total ASSELS ..eveivvevreeerierreieereerieeecernreeens $871,379 $826,952 $796,042 $612,431 $352,093
Total 10anS...c..veiveevviiiieeeciieceiresieeee 616,076 510,544 467,131 387,526 275,463
Allowance for loan losses.......c...c.coervenene. 8,712 6,606 6,072 4,689 3,737
Total investment securities .......ccccevvieeenne 187,167 253,016 263,395 176,618 42,459
Total depoSItS ...ccveevvveerivereeenieeeriinieeenn, 677,743 677,683 595,930 529,040 295,555
Regurchase agreements with customers .. 16,213 13,839 9,026 1,408 -
Other borrowings ......c..ccccveeviveccieenrevnnen. 99,690 66,703 126,989 39,271 19,089
Total stockholders’ equity .......ccccevvrveeenns 56,617 48,349 43,874 40,355 35,666
Loan to deposit ratio .........ccoceerveeveeneneeees 90.90% 75.34% 78.39% 73.25% 93.20%
Average balance sheet data:
Total average assets .......cc.coceerviievcniinnaes $813,913 $818,197 $709,640 $486,729 $314,489
Total average stockholders’ equity ........... 52,334 45,723 41,988 37,951 26,328
Average equity to average assets ............. 6.43% 5.59% 5.92% 7.80% 8.37%
Performance ratios:
Return on average assets .........covvevveennnn, 1.10% 0.74% 0.93% 1.16% 1.44%
Return on average stockholders’ equity ... 17.12 13.21 15.80 14.83 17.21
Net interest margin .......ccccevevrveveererronnnnnn. 4.05 3.27 3.77 4.19 4.98
EffiCIency «..ccccvvvervevvceiiiiieiencieeseeen, 50.25 55.98 55.09 54.98 52.55
Dividend payout.....c.cccorveevieiiicenninnieenns 19.57 26.25 22.86 15.65 14.49

Assets quality ratios:
Net charge-offs as a percentage of average

total 10aNS ..oovvreiiiiriiiiir e 0.24% 0.36% 0.26% 0.33% 0.17%
Nonperforming loans to total loans .......... 0.29 0.37 0.42 0.70 0.25
Nonperforming assets to total assets ....... 0.28 0.42 0.53 0.50 0.24

Allowance for loan losses as a percentage of:
Total 10ans......cveeveeeiiiveniiiirieeniiiiee e 1.41% 1.29% 1.30% 1.21% 1.36%
Nonperforming 10ans ..........ccceecevvvvueernnne 482.39 351.38 307.91 171.82 534.62
Capital ratios at period end:
Leverage capital .......cc.ccceevvviecerinieeeenns 8.51% 7.57% 7.46% 6.21% 9.86%
Tier I risk-based capital ...........cccceeveennn. 11.41 11.52 11.50 9.05 13.01
Total risk-based capital ...........ccoeevveeennn 12.67 12.83 13.15 10.21 14.27




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

General _ As shown below total assets, loans and deposits
Net income was $9.0 million for the vear ended increased 5.4%, 20.7% and 0.0%, respectively,
December 31, ZOOE 2 48.3% increase f};om net from December 31, 2000 to December 31, 2001

income of $6.0 million in 2000. Net income in and 3.9%, 9.3% and 13.7%, respectively, from

1999 was $6.6 million. Diluted earnings increased ~ December 31, 1999 to December 31, 2000.

46.9% to $2.35 per share in 2001 compared to Stockholders’ equity increased 17.1% from
$1.60 per share in 2000. Diluted earnings in December 31, 2000 to December 31, 2001 and

¥ P 2000. During these same periods, book value per
share increased 17.0% and 10.2%, respectively.

% Change
December 31, 2001 2000
2001 2000 1999 from 2000 from 1999
(Dollars in thousands except per share amounts)
ASSELS .oievveiiiiiinirie, $871,379 $826,952 $796,042 5.4% 3.9%
LOoans ......cccccceevevvvveiinnniinn 616,076 510,544 467,131 20.7 9.3
DEPOSItS .oevvvveeeririeennerne 677,743 677,683 595,930 - 13.7
Stockholders’ equity ........ 56,617 48,349 43,874 17.1 10.2
Book value per share ....... 14.97 12.79 11.61 17.0 10.2
Two measures of performance by banking The Company’s non-interest expenses primarily
institutions are return on average assets and consist of employee compensation and benefits,
return on average equity. Return on average occupancy, equipment, and other operating
assets (“ROA") measures net earnings in relation expenses. The Company's results of operations
to average total assets and indicates a company’s are also significantly affected by its provision for
ability to employ its resources profitably. For the loan losses. The following discussion provides a
year ended December 31, 2001, the Company’s summary of the Company’s operations for the

ROA was 1.10% compared with 0.74% and 0.93%, past three years.
respectively, for the years ended December 31,
2000 and 1999. Return on average equity (“ROE”) Net Interest Income

;svgreéezng}rllae&ll)gl(cllé\rféq?gll?tr}l,n;; cll ?If éifé‘;g;nhgg“? y Net interest income is analyzed in the discussion
S g . and tables below on a fully taxable equivalent
effectively a company can generate net income on sy . . .
the capital invested by its shareholders. For the (“FIE") basis. The adjustment to convert certain

. income to an FTE basis consists of dividing tax-

year ended December 31, 2001, the Company’s ex X ;
. . o empt income by one minus the statutory federal
ROE was 17.12% compared with 13.21% and income tax rate (34%).

15.80%, respectively, for the years ended

December 31, 2000 and 1999, 2001 compared to 2000
Analysis of Results of Operations Net interest income (FTE) increased 23.3% to
, . $30.5 million for 2001 compared to $24.8 million

The Company’s results of operations depend in 2000. Net interest margin, on a fully taxable
primarily on net interest income, which is the equivalent basis, improved to 4.05% in 2001
difference between the interest income from compared to 3.27% in 2000, an increase of 78
earning assets, such as loans and investments, basis points. Beginning in late 2000 and continuing
and the interest expense incurred on interest- throughout 2001, the Company sought to improve
bearing liabilities, such as deposits and other financial performance by changing its mix of
borrowings. The Company also generates non- both assets and deposits. From 2000 to 2001 the
interest income, including service charges on Company’s average balance of loans increased
deposit accounts, mortgage lending income, $58.1 million and the average balance of securities
other charges and fees, trust income, and gains declined $62.6 million. This change in earning asset
on sales of assets. mix resulted in the yield on total earning assets

declining only 8 basis points while loan yields

10




declined 21 basis points. Additionally, interest-
bearing liability costs declined as a result of a
change in deposit mix and a general decline in
interest rates during the year. From 2000 to 2001,
the average balance of CD’s declined $43.4 million
and lower costing savings and interest-bearing
transaction accounts average balances increased
$54.6 million. This change in interest-bearing
deposit mix, combined with the general decline in
interest rates during 2001, resulted in an 87 basis
point reduction in both the cost of interest-bearing
deposits and total interest-bearing liabilities. This
reduction was the most significant contributor to
the increase in net interest income and net interest
margin during 2001.

2000 compared to 1999

Net interest income (FTE) increased modestly to
$24.8 million in 2000 from $24.7 million in 1999,
a 0.1% increase. While average earning assets

Analysis of Net Interest Income
(FTE = Fully Taxable Equivalent)

Interest income
FTE adjustment
Interest income—FTE
Interest expense
Net interest income—FTE

.......................................
........................................
...............................
.......................................

.........................

Yield on interest earning assets—FTE
Cost of interest-bearing liabilities
Net interest spread—FTE
Net interest margin—FTE. ..........ccccccerenunn

............

The following table sets forth certain information
relating to the Company’s net interest income for
the years ended December 31, 2001, 2000 and 1999.
The yields and costs are derived by dividing income
or expense by the average balance of assets or
liabilities, respectively, for the periods shown except
where otherwise noted. Average balances are derived
from daily average balances for assets and liabilities.
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increased 15.3% from 1999 to 2000, net interest
income (FTE) increased very little primarily as a
result of the narrowing of interest rate spreads as
increases in deposit and borrowing cost exceeded
increases in loan and other earning asset yields.
Thus, an increase in net interest income usually
associated with growth in average earning assets
did not occur due to the decline in interest rate
spreads. The Company’s net interest margin
declined from 3.77% for 1999 to 3.27% for 2000.
The Company experienced strong competition for
loans and deposits during 2000 which resulted in
the Company’s average loan yields increasing only
12 basis points compared to 1999 while deposit
and borrowing costs increased 74 basis points in
2000 compared to 1999. These competitive condi-
tions, coupled with the Company’s liability sensitive
balance sheet and 2000’s rising rate environment,
were the principal factors in the decline in the
Company’s net interest margin in 2000.

Year Ended December 31,
2001 2000 1999
(Dollars in thousands)
$60,119 $60,752 $51,575 ‘
813 1,098 947 i
60,932 61,850 52,522 i
30,414 37,089 27,782 |
$30,518 $24,761 $24,740
8.09% 8.17% 8.00%
4.50 5.37 4.63
3.59 2.80 3.37
4.05 3.27 3.77

The average balance of loans receivable includes
loans on which the Company has discontinued
accruing interest. The yields and costs include
amortization of certain deferred fees and
origination costs, capitalization of interest on
construction projects and late fees. These are
considered adjustments to yields or rates.




Average Consolidated Balance Sheets and Net Interest Analysis

Year Ended December 31,
2001 2000 1999
Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/
Balance Expense Rate Balance Expense Rate Balance Expense Rate
ASSETS (Dollars in thousands)
Earning assets:
Interest-bearing deposits and federal
FUNds S0Id ...ovvse v $ 931 $ 49 525% $ 282 % 17 611% $ 841 $§ 45 5.26%
Investment securities:
TaXable ...occovirireciicccnve e 173,329 11,203 6.46 225,515 15,331 6.80 194,511 12,847 6.61
Tax-exempt—FTE ........coovvviiecrniinne 29,412 2,125 7.23 39,875 2,960 7.42 36,938 2,538 6.87
Loans—FTE (net of unearned income} ............ 549,497 47,555 8.65 491,390 43,542 8.86 424,339 37,092 8.74
Total €arning assets .......covveeveverveervecrnenns 753,169 60,932 8.09 757,062 61,850 8.17 656,629 52,522 8.00
Non-€arning assets ........cccovvivvvsisieeriiiniiins 60,744 61,135 53,011
TOLAl ASSELS .cvevevereerierrmrrererr e reeereecas $813,913 $818,197 $709,640
LIABILITIES AND STOCKHOLDERS’ EQUITY
Interest-bearing liabilities:
Deposits:
Savings and interest-bearing transaction ..... $165923 $ 3,754 2.26%  $111,283 $ 3,285 2.95% $105980 $ 2,756 2.60%
Time deposits of $100,000 or more .............. 207,273 10,702 5.16 224,231 13,471 6.01 177,938 8,892 5.00
Other time deposits ....c.ccocemrvrnnrerececrercees 205,328 10,844 5.28 231,764 12,945 5.59 239,707 12,183 5.08
Total interest-bearing deposits ................. 578,524 25,300 4.37 567,278 29,701 5.24 523,625 23,831 4.55
Repurchase agreements with customers .......... 16,919 537 3.17 12,536 680 5.42 2,991 132 4.40
Other bOrrowings .........ccceccvcecrnvrinreerernsnnnnns 79,787 4,577 5.740 111,312 6,708 6,030 73,717 3,819 5.18M
Total interest-bearing liabilities ................ 675,230 30,414 4.50 691,126 37,089 5.37 600,333 27,782 4.63
Non-interest liabilities:
Non-interest bearing deposits ...........covvere. 65,368 60,636 54,782
Other non-interest liabilities ..........cooceceecren. 3,731 3,462 3,085
Total liabilities .......c.ccocevnrevivrnrirererrinincne 744,329 755,224 658,200
Trust preferred SECUTItIES ...covvvvvriviiiniiiinnes 17,250 17,250 9,452
Stockholders’ equity .....c.ccevverercrionniiiinenns 52,334 45,723 41,988
Total liabilities and stockholders’ equity .. $813,913 $818,197 $709,640
Interest rate Spread—FTE .......ccc.ccccevevinimnnnnicnnnns - 3.59% T 280% — 3.37%
Net interest inCOME—FTE ......c..coevveccevirivvnnionns $30,518 $24,761 $24,740
Net interest Margin—FTE ........covuvevruerrreeeerceennnn, 4.05% T 3.27% — 377%

(1) This rate is impacted by the capitalization of interest on construction projects in the amount of $53, $52 and $51
for the years ended December 31, 2001, 2000 and 1999, respectively. In the absence of this capitalization these
percentages would have been 5.80%, 6.07% and 5.25% for the years ended December 31, 2001, 2000 and 1999,

respectively.

The following table reflects how changes in

the

volume of interest earning assets and interest-
bearing liabilities and changes in interest rates
have affected the Company’s interest income and

interest expense during the periods indicated.
Information is provided in each category with
respect to changes attributable to (1) changes
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in volume (changes in volume multiplied by
prior rate); (2) changes in rate (changes in rate
multiplied by prior volume); and (3) changes

in rate/volume (changes in rate multiplied by
change in volume). The changes attributable to
the combined impact of volume and rate have
all been allocated to the changes due to volume.




Analysis of Changes in Net Interest Income

2001 over 2000 2000 over 1999
Yield/ Yield/
Volume  Rate Total Volume  Rate Total

Increase (decrease) in:
Interest income—FTE:
Interest-bearing deposits

(Dollars in thousands)

and federal funds sold ...........c.c......... $ 34 $ (2 $ 32 $ (349 $ 6 $§ (28)
Investment securities:
TaX@DIE ..vvvevreririeeeiserceeceeees e (3,373) (755)  (4,128) 2,108 376 2,484
Tax-exempt—FTE .......cccovverreenneeennnns (756) (79) (835) 218 204 422
Loans (net of unearned income).......... 5,029 (1,016} 4,013 5,941 509 6,450
Total interest income—FTE ................ 934  (1,852) (918) 8,233 1,095 9,328
INLErest EXPeNnSe: .ccceeerinvvvnriinrirreeeeeeererannn
Savings and interest-bearing transaction 1,236 (767) 469 157 372 529
Time deposits of $100,000 or more ..... (876) (1,893) (2,769) 2,781 1,798 4,579
Other time deposits.......c.ceveeveiicnneennn (1,396) (705)  (2,101) (444) 1,206 762
Repurchase agreements with customers.. 139 (282) (143) 518 30 548
Other borrowings........ccoccovvvvveeniveenne. (1,808) (323) (2,131) 2,266 623 2,889
Total interest EXpense ......ocveeevrvereneen, (2,705) (3,970) (6,675) 5,278 4,029 9,307
Increase (decrease) in net interest
INCOME—FTE .....coovvviiiriinieenreinieenens $3,639  $2,118 $5,757 $2,955 $(2,934) $ 21

Non-Interest Income

The Company’s non-interest income can primarily
be broken down into five main sources: (1) service
charges on deposit accounts, (2) mortgage lending
income, (3) other charges and fees including
appraisal fees and commissions from the sale of
credit related insurance products, (4) trust income
and (5) gains on sales of assets.

Non-interest income for the year ended December
31, 2001 increased 32.7% to $7.4 million compared
with $5.5 million in 2000. Non-interest income was
$5.1 million in 1999, During 2001 the Company
benefited from strong growth in service charges

on deposit accounts which increased 11.7% from
2000. In 2001 the Company continued and intensi-
fied its efforts to add new transaction, savings and
money market deposit customers. These efforts
contributed to growth in service charges on deposit
accounts. During 2001 the Company’s non-CD
deposits accounted for 35.9% of total average
deposits, an improvement from 27.4% in 2000.
Non-CD deposits increased throughout 2001 and
were 45.5% of total average deposits for the fourth
quarter of 2001. The Company benefited from good
2001 mortgage lending income as a result of a
favorable mortgage rate environment and a high
level of refinancing activity.

The table below shows non-interest income for
the years ended December 31, 2001, 2000 and 1999.

Non-Interest Income

Year Ended December 31,
2001 2000 1999

(Dollars in thousands)

Service charges on deposit acCoUNtS .........coceevvveeeerienvenieennenne $3,776 $3,380 $2,499
Mortgage lending inCome.........ccccooovvvevinieveniincnnieneneneeennns 1,920 849 1,306
Other charges and fees ..........coccevvveveeniiiieniinier e 574 620 630
TrUSE INCOMIE Lvvvvviiiviiiiiiireini ettt eeeeeeitreeesesbrrraeeenanree 604 592 479
Brokerage fee INCOME .....c...covivviieniieienieniieceeieeeesnie e 108 61 -
Gain (10SS) 0N SALES .....eecvreiiiieeiiii ettt 2 (38) 12
Gain on sale of SECUTItieS .......cccevviiveneeniireereee e 153 - 69
OtRET ...eeiiiiiie it ettt erae e 216 78 152

Total non-interest iNCOME ..........eeeveevrevverierieneeinrneeeene $7,353 $5,542 $5,147
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Non-Interest Expense as a result of the Company’s improved performance.
. ) ) The number of full time equivalent employees as of
Non-interest expense consists Of salaries and December 31, 2001 was 327, a 12% increase from
employee benefits, OCN?uPa.n‘E}’v e(%ulpment Ei:ndt?fhef 292 as of the end of the previous year.
operating expenses. Non-interest expense for the , o
g ended Decemben 31,3001 nteaed 1235010 A5 1SS of he Company's contiging fos
$19.0 million compared with $17.0 million in 2000. efficiency ratio (non-interest expense divided by

Non-interest expense was $16.5 million in 1999. the sum of net interest income on a tax equivalent

The increase in non-interest expense in 2001 . . .

primarily resulted from the Con?pany’s continued basis arclld 51%n-1nt%est311nc§(%el) was 50'%%; fosgﬂo‘ﬁ/
; h year ended December 31, compared to 56.0%

growth and expansion, and increased bonus accruals 'h 2000 and 55.1% in 1999.

The table below shows non-interest expense for the years ended December 31, 2001, 2000 and 1999.
Non-Interest Expemnse

Year Ended December 31,
2001 2000 1999
(Dollars in thousands)
Salaries and employee benefits ..........ccccervviveereninennne. $10,551 $ 8,928 $ 8,752
Net occupancy and equipment eXpense. ........ceeveeveenns 3,098 2,910 2,655
Other real estate and foreclosure expense................... 526 592 358
Other operating expense:
Professional and outside services .....c....ccoeeeeveenen. 375 315 319
POSLAZE ..ovvvvviiiiiriiiii 326 255 286
TelePhoNe ....ocvveveveeiiiieriiccece e 490 478 418
DAta TINES cevvvieviieeiiieececcee e 238 236 186
Operating SUPPLes ......ccccevvveeeiivicceniineeeiieceeenn, 543 487 513
Advertising and public relations .........c.cccoovreeeennn. 583 551 612
DIreCtOrS’ fEES ..ovvevivireieiirieriiireieerenievee st 118 103 121
SOftWare EXPEIISE .....veeervvivereeiiiiiereeieeeeresieeenee s 374 409 301
ATM EXPEISE .oevvveriiiriirrrrreeriiiiinnersenseetaaenerrecarrenrune 306 236 178
FDIC and state asSESSMENLS ....cc.eeerviiverrervenreenneenne 259 238 217
Business development, meals and travel................. 136 136 147
Amortization of goodwill ..........cccovvvervriiiiiieeininnns 90 90 90
Amortization of other intangibles ............cccceve.. 151 169 172
10,11 (=) OO U U RUUUU USSP SRRRPRROt 866 831 1,139
Total NON-INLEIeSt EXPENSE ...cccvvevuvirevereeeverirennne $19,030 $16,964 $16,464
Income Taxes securities exempt from both federal and Arkansas

. . . income taxes as well as certain federal agency
The provision for income taxes was $4.1 million securities exempt solely from Arkansas income
for the year ended December 31, 2001 compared to  taxes. In the years 2000 and 1999 the Company
$2.3 million in 2000 and $2.5 million in 1999. The  incurred no Arkansas income tax due to the large

effective income tax rates were 31.3%, 27.5% and  amount of interest income exempt from Arkansas
27.4%, respectively, for 2001, 2000 and 1999. income taxes. The Company began incurring

The effective tax rates for these years are below Arkansas income tax expense in 2001 as a result
the statutory tax rates because of state income tax of a reduction in its interest income exempt from
recoveries in 2001 and 1999 and the large portfolioc ~ Arkansas income tax combined with an increase
of investments in tax-exempt securities, including in the level of its taxable income.
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Analysis of Financial Condition

Loan Portfolio

At December 31, 2001 the Company’s loan consisted of approximately 75.5% real estate
portfolio was $616.0 million, an increase of 20.7% loans, 9.1% consumer loans, 12.7% commercial
from $510.5 million at December 31, 2000. As of and industrial loans and 2.1% agricultural loans
December 31, 2001 the Company’s loan portfolio (non-real estate).

The amount and type of loans outstanding are reflected in the following table.
Loan Portfelic

December 31,
2001 2000 1999 1998 1997

(Dollars in thousands)

Real estate:

Residential 1-4 family ................. $167,559 $144,920 $136,856 $121,539 $ 96,943
Non-farm/non-residential ........... 180,257 134,726 101,766 76,563 41,710
Agricultural .......oooeivvieiieiiiieeens 45,303 38,808 20,396 19,463 13,443
Construction/land development ... 51,140 42,354 28,294 23,305 16,257
Multifamily residential ................ 20,850 8,367 4,687 6,207 3,897
Total real estate ..........ccceeeernnens 465,109 369,175 291,999 247,077 172,250
CONSUITIEY ..ovveiivieeriiieeeerrnreerrsneeaenes 55,805 58,430 81,753 66,407 53,233
Commercial and industrial .............. 78,324 63,799 70,012 52,192 37,470
Agricultural (non-real estate) ......... 12,866 14,605 19,947 20,068 10,824
Other c.oooveeeeeiie e, 3,972 4,635 3,420 1,782 1,686
Total 1oans ......cccoovvveveviniiviinnnns $616,076 $510,544 $467,131 $387,526 $275,463

The following table reflects loans grouped by remaining maturities at December 31, 2001 by type and by
fixed or floating interest rates. This table is based on actual maturities and does not reflect amortizations,
projected paydowns or the earliest repricing for floating rate loans. Many loans have principal paydowns
scheduled in periods prior to the period in which they mature. Also many variable rate loans are subject to
repricing in periods prior to the period in which they mature.

Loan Maturities

Over 1 Year
1 Year Through Over
or Less 5 Years 5 Years Total

(Dollars in thousands)

Real €SLALE ....evvvveeeeiireciiiee e seeree s $112,527 $295,073 $57,509 $465,109
CONSUITIET ..eeeeeriiiireereriieierer et ceeerrrtee e 13,719 40,924 1,162 55,805
Commercial, industrial and agricultural ...... 46,650 43,554 986 91,190
(0]11 ) USSR PPPRRPI 846 505 2,621 3,972

$173,742 $380,056 $62,278 $616,076
FiXed 1AL€.....ccovieeerireeeeiieeceee e e e $136,747 $353,100 $37,738 $527,585
FlOAting Iate ......cceeevvemvieeienirreennresiieenneans 36,995 26,956 24,540 88,491

$173,742 $380,056 $62,278 $616,076

The following table reflects loans as of December 31, 2001 grouped by expected amortizations, expected
paydowns or the earliest repricing opportunity for floating rate loans. This cash flow or repricing schedule
approximates the Company’s ability to reprice loans or the ability to utilize loan principal repayments for
new loans, other investments or repayment of borrowings.
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Loan Cash Flows or Repricing

1 Year

or Less
FiXed rate....covvuernieeniiiireciiecneeicceerecieenn $237,091
Floating rate .......cccoevvvvevvineenninieennnienn, 82,431
$319,522

Nonperforming Assets

Nonperforming assets consist of (1) nonaccrual
loans, (2) accruing loans 90 days or more past due,
(3) certain restructured loans providing for a reduc-
tion or deferral of interest or principal because of a
deterioration in the financial position of the borrower
and (4) real estate or other assets that have been
acquired in partial or full satisfaction of loan
obligations or upon foreclosure.

The Company generally places a loan on nonaccrual
status when payment of principal or interest is
contractually past due 90 days, or earlier when doubt
exists as to the ultimate collection of principal and
interest. The Company continues to accrue interest
on certain loans contractually past due 90 days if
such loans are both well secured and in the process of
collection. At the time a loan is placed on nonaccrual
status, interest previously accrued but uncollected
is generally reversed and charged against interest
income. If a loan is determined to be uncollectible,

Over 1 Year
Through Over
5 Years 5 Years Total
(Dollars in thousands)
$278,455 $12,039 $527,585
5,589 471 88,491
$284,044 $12,510 $616,076

the portion of the loan principal determined to be
uncollectible will be charged against the allowance
for loan losses. Interest income on nonaccrual
loans is recognized on a cash basis when and if
actually collected.

Nonperforming loans as a percent of total loans
was 0.29% at year-end 2001 compared to 0.37%
and 0.42%, respectively, at years-end 2000 and
1999. Nonperforming assets as a percent of total
assets was 0.28% as of year-end 2001 compared
to 0.42% and 0.53%, respectively, as of years-end
2000 and 1999. During the third quarter of 2000
the Company transferred a large credit to other real
estate owned and took a significant charge-off of
$787,000. During the fourth quarter of 2000 and
the year of 2001 the Company completed the sale
of these properties, recognizing a net gain of
$23,000 in 2001. These and other sales resulted
in a reduction of foreclosed assets held for sale
and repossessed assets from $1.6 million at year-
end 2000 to $661,000 at year-end 2001.

The following table presents information concerning nonperforming assets including nonaccrual and

restructured loans and foreclosed assets held for sale.

Nomperfoxming Assets
December 31,
2001 2000 1999 1998 1997
(Dollars in thousands)

Nonaccrual 10ans .......cocovvevveiieeieenninieeeiinennnens $1,806 $1,880  $1,972 $2,708 $664

Accruing loans 90 days or more past due.......... - - - 21 35

Restructured 10ans..........ccceeviviiniiinicennnnennne. - - - - -

Total nonperforming loans ..........cccceeveeeee 1,806 1,880 1,972 2,729 699

Foreclosed assets held for sale and repossessions® 661 1,600 2,238 314 136

Total nonperforming assets ............cceuvn... $2,467  $3,480 $4,210 $3,043 $835
Nonperforming loans to total loans................... 0.29% 0.37% 0.42% 0.70% 0.25%

Nonperforming assets to total assets ................ 0.28 0.42 0.53 0.50 0.24

(1) Foreclosed assets held for sale and repossessions are generally written down to estimated market value at the time
of transfer from the loan portfolio. The value of such assets is reviewed from time to time throughout the holding
period with the value adjusted to the then estimated market value, if lower, until disposition.
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An analysis of the allowance for loan losses for the periods indicated is shown in the table below.

Allowance and Provision for Loan Losses

Balance, beginning of period
Loans charged off:
Real estate:
Residential 1-4 family .......ccccooevvvevivivnecniinnee
Non-farm/non-residential
Agricultural ......cooviveviniiiirreeeee e
Construction/land development
Multifamily residential
Total real estate

......................................

.................................

........................
......................................
...........................................
..............................................................

.....................................

Agricultural (non-real estate)
Total loans charged off

................................

................................

Recoveries of loans previously charged off:
Real estate:

Residential 1-4 family ........ccocovvveveniinienniinennn,
Non-farm/non-residential
Agricultural ......coccceevviiiiniiiiiniieee e
Construction/land development
Multifamily residential
Total real estate
CONSUIMET ..vvvveenriinieenieriieneienieeieereesieesseesrassneennens
Commercial and industrial .........c..ccooeveevviineennnnns
Agricultural (non-real estate)
Total recoveries
Net loans charged off ...........ccceovievieiniinceiieee
Provision charged to operating expense
Balance, end of period

.................................

........................
......................................

...........................................

................................

............................................

................................................

Net charge-offs to average loans outstanding
during the periods indicated ...........cc.ccoveveriinreennnnn

Allowance for loan losses to total loans........c.............
Allowance for loan losses to nonperforming loans

.....

The amounts of provisions to the allowance for
loan losses are based on management’s judgment
and evaluation of the loan portfolio utilizing
objective and subjective criteria. The objective
criteria utilized by the Company to assess the
adequacy of its allowance for loan losses and
required additions to such reserve are (1) an
internal grading system, (2) a peer group analysis
and (3) a historical analysis. In addition to these
objective criteria, the Company subjectively assesses
adequacy of the allowance for loan losses and the
need for additions thereto, with consideration given
to the nature and volume of the portfolio, overall
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Year Ended December 31,

2001 2000 1999 1998 1997
(Dollars in thousands)

$6,606 $6,072 $4,689 $3,737 $3,019

306 690 260 75 35

112 121 8 18 -

9 10 3 - -

41 - 115 - -

_ 79 - - _

468 200 386 93 35

452 549 516 633 434

463 443 271 423 -

37 106 52 - -

1,420 1,998 1,225 1,149 469

20 39 4 9 5

9 44 - - -

- 1 - - 2

1 - 2 - -

30 84 6 9 7

84 74 111 55 39

11 48 6 11 2

_ 1 - _ _

125 207 123 75 48

1,295 1,791 1,102 1,074 421

3,401 2,325 2,485 2,026 1,139

$8,712 $6,606 $6,072 $4,689 $3,737
0.24% 0.36% 0.26% 0.33% 0.17%

1.41 1.29 1.30 1.21 1.36

482.39 351.38 30791 171.82 534.62

portfolio quality, review of specific problem loans,
national, regional and local business and economic
conditions that may affect the borrowers’ ability to
pay or the value of collateral securing the loans,

and other relevant factors. The Company’s allowance
for loan losses increased to $8,712,000 at December
31, 2001, or 1.41% of total loans, compared with
$6,606,000, or 1.29% of total loans, at December
31, 2000. While management believes the current
allowance is adequate, changing economic and other
conditions may require future adjustments to the
allowance for loan losses.




The Company’s internal grading system analysis
assigns grades to all loans except residential 1-4
family loans and consumer installment loans.
Graded loans are assigned to one of seven risk
grades, with each grade being assigned a specific
allowance allocation percentage. The loan grade for
each individual loan is determined by the loan officer
at the time it is made and changed from time to time
to reflect an ongoing assessment of loan risk. Loan
grades are reviewed on specific loans from time
to time by senior management and as part of the
Company’s internal loan review process. Residential
1-4 family and consumer installment loans are
assigned an allowance allocation percentage based
on past due status.

Allowance allocation percentages for the various
risk grades and past due categories are determined
by management and may be changed periodically. In
determining these allowance allocation percentages,
management considers historical loss percentages
for risk rated loans, consumer loans and residential
1-4 family loans. In addition to this historical data,
management considers subjective factors such as
national and local economic conditions. The sum
of all allowance amounts determined by this method-
ology, combined with a reasonable unallocated
allowance determined by management, is utilized
as the primary indicator of the appropriate level of
allowance for loan losses.

The unallocated allowance compensates for the
uncertainty in estimating loan losses including
factors and conditions that may not be fully reflected
in the determination of the allowance allocation
percentages. The factors and conditions evaluated
in determining the appropriate unallocated allowance
may include the following: (1) general economic and
business conditions affecting our key lending areas,
(2) credit quality trends (including trends in
nonperforming loans expected to result from existing
conditions), (3) trends that could affect collateral
values, (4) loan volumes and concentrations,

(5) seasoning of the loan portfolio, (6) specific
industry conditions affecting portfolio segments,

(7) recent loss experience in particular segments of
the portfolio, (8) duration of the current business
cycle, (9) bank regulatory examination results and
(10) findings of our internal loan review department.

In addition to the internal grading system
analysis, the Company compares the allowance
for loan losses (as a percentage of total loans)
maintained by its subsidiary bank to the peer group
average percentage as shown on the most recently
available FDIC Uniform Bank Performance Report
and the Federal Reserve Bank’s Uniform Bank
Holding Company Report. The Company also
compares the allowance for loan loss to the bank’s
historical cumulative net charge-offs for the five
preceding calendar years.

Although the Company does not determine the
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overall allowance based upon the amount of loans
in a particular type or category (except in the case
of residential 1-4 family and consumer installment
loans), risk elements attributable to particular loan
types or categories are considered in assigning loan
grades to individual loans. These risk elements
include the following: (1) for non-farm/non-residen-
tial loans, multifamily residential loans, and agricul-
tural real estate loans, the debt service coverage
ratio (income from the property in excess of
operating expenses compared to loan payment
requirements), operating results of the owner in the
case of owner-occupied properties, the loan to value
ratio, the age and condition of the collateral and

the volatility of income, property value and future
operating results typical of properties of that type;
(2) for construction and land development loans,
the perceived feasibility of the project including

the ability to sell developed lots or improvements
constructed for resale or ability to lease property
constructed for lease, the quality and nature of
contracts for presale or preleasing, if any, experience
and ability of the developer and loan to value

ratios; (3) for commercial and industrial loans, the
operating results of the commercial, industrial or
professional enterprise, the borrower’s business,
professional and financial ability and expertise, the
specific risks and volatility of income and operating
results typical for businesses in that category and
the value, nature and marketability of collateral;
and (4) for non-real estate agricultural loans, the
operating results, experience and ability of the
borrower, historical and expected market conditions
and the value, nature and marketability of collateral.
In addition, for each category the Company considers
secondary sources of income and the financial
strength of the borrower and any guarantors.

The Board of Directors reviews the allowance on
a quarterly basis to determine whether the amount
of monthly provisions are adequate or whether
additional provisions should be made to the allow-
ance. The allowance is determined by management'’s
assessment and grading of individual loans in the
case of loans other than residential 1-4 family and
consumer installments and specific allowances
made for other categories of loans. The total
allowance amount is available to absorb losses
across the Company’s entire portfolio.

The following table sets forth the sum of the
amounts of the allowance for loan losses attributable
to individual loans within each loan category, or
loan categories in general, and unallocated allow-
ance. The table also reflects the percentage of loans
in each category to the total portfolio of loans for
each of the periods indicated. These allowance
amounts have been computed using the Company’s
grading system analysis. The amounts shown are
not necessarily indicative of the actual future losses
that may occur within particular loan categories.
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Allocation of the Allowance for Loan Losses

December 31,

2001

2000

1999 1998 19971

% of

Allowance Loans Allowance Loans Allowance Loans Allowance Loans

% of
Allowance Loans

% of % of % of

(Dollars in thousands)

Real estate:

Residential 1-4 family ................ $ 920 272% $ 430 284%$ 478 202% $ 532 31.4% $1,116 35.2%

Non-farm/non-residential .......... 2,177 293 1,499 264 1,067 218 801 197 423 152

Agricultural .....oovviveeierirennenn 591 7.3 517 7.6 302 44 231 5.0 152 49

Construction/land development.. 614 8.3 456 8.3 321 6.1 207 6.0 163 5.9

Multifamily ........ccorverienrireirnenn, 227 3.4 95 1.6 57 1.0 63 1.6 41 1.4
CONSUITIET ...oovorrerrirrrrreenreereereeienns 986 9.1 883 114 1,313 175 1,236 17.1 372 19.3
Commercial and industrial............ 896 12.7 859 125 808 15.0 610 13.5 412 13.6
Agricultural (non-real estate) ....... 166 2.1 199 29 322 4.3 257 52 114 39
Other oo, 479 0.6 326 0.9 225 0.7 179 0.5 248 0.6
Unallocated allowance.................. 1,647 1,342 1,179 513 696

$8,712 100.0% $6,606 100.0% $6,072 100.0% $4,689 100.0% $3,737 100.0%

(1) The allocation of the allowance by loan type as of December 31, 1997 is presented based on the Company’s previous
methodology as information is not available to restate this allocation.

The Company maintains an internally classified
loan list that, along with the list of nonaccrual or
nonperforming loans, helps management assess
the overall quality of the loan portfolio and the
adequacy of the allowance. Loans classified as
“substandard” are loans with clear and defined
weaknesses such as highly leveraged positions,
unfavorable financial ratios, uncertain repayment
sources or poor financial condition which may
jeopardize recoverability of the loan. Loans
classified as “doubtful” are those loans that have
characteristics similar to substandard loans, but
also have an increased risk that a loss may occur
or at least a portion of the loan may require a
charge-off if liquidated. Although loans classified
as substandard do not duplicate loans classified
as doubtful, both substandard and doubtful loans
may include some loans that are past due at least
90 days, are on nonaccrual status or have been
restructured. Loans classified as “loss” are loans
that are in the process of being charged off.

At December 31, 2001, substandard loans not
designated as nonaccrual or 90 days past due

totaled $1.7 million. No loans were designated
as doubtful or loss at December 31, 2001.

Administration of the subsidiary bank’s lending
function is the responsibility of the Chief Executive
Officer and certain senior lenders. Such officers
perform their lending duties subject to the oversight
and policy direction of the Board of Directors and
various loan committees. Loan authority is granted
to the Chief Executive Officer and certain other
executive officers as determined appropriate by
the Board of Directors. Loan authorities of other
lending officers are assigned by the Chief
Executive Officer.
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Loans and aggregate loan relationships exceeding
$1.5 million up to the lending limit of the bank are
authorized by the loan committee which consists
of any five directors. The Board of Directors reviews
on a monthly basis reports of loan originations,
loan commitments over $100,000, past due loans,
internally classified and watch list loans and a
summary of the activity in the Company’s allowance
for loan losses.

The Company’s compliance and loan review
officers are responsible for serving the bank
subsidiary of the Company in the loan review and
compliance areas. Periodic reviews are scheduled
for the purpose of evaluating asset quality and
effectiveness of loan administration. The compliance
and loan review officers prepare loan review reports
which identify deficiencies, establish recommenda-
tions for improvement, and outline management’s
proposed action plan for curing the deficiencies.
These reports are provided to the audit committee,
which consists of three non-employee independent
members of the Board of Directors.

The Company’s allowance for loan losses exceeds
its cumulative historical net charge-off experience
for the last five years. However, the allowance is
considered reasonable given the significant growth
in the loan portfolio during recent years, key
allowance and nonperforming loan ratios and
comparisons to industry averages.

Based on these procedures, management believes
that the allowance of $8,712,000 at December 31,
2001 is adequate. The allowance for loan losses was
1.41% of loans at December 31, 2001 compared to
1.29% at December 31, 2000.




Provision for Loan Losses: The amounts of provi-  portfolio utilizing the criteria discussed above. The
sion to the allowance for loan losses are based on provision for 2001 was $3.4 million compared to
management’s judgment and evaluation of the loan $2.3 million in 2000 and $2.5 million in 1999.

Investments and Securities

The Company’s securities portfolio is the second largest component of earning assets and provides a
significant source of revenue for the Company. The following table presents the book value and the fair
value of investment securities for each of the dates indicated.

Investment Securities

December 31,
2001 2000 1999
Book Fair RBook Fair Book Fair
Value®®  Value® Value®  Value® Value® Value®

(Dollars in thousands)
Securities of U.S. Government

AGENCIES veveereerereieeeerereecreeeerenens $ 70,177 $ 70,177 $195,771 $192,107 $215,713 $202,947
Mortgage-backed securities........... 91,234 91,234 174 174 192 192
Obligations of states and political

SUbAIVISIONS ..ocvvvveervreevnrieiiines 18,120 18,152 43,135 43,092 39,705 39,665
Other securities .........cccoevveerrrennnee 7,636 7,642 14,136 14,142 7,785 7,782

Total .cocoveveeeiiieeeeiiieeeiieens $187,167 $187,205 $253,216 $249,515 $263,395 $250,586

(1) Book value for available-for-sale securities equals their original cost adjusted for unrealized gains or losses as
reflected in the Company’s financial statements.

(2) The fair value of the Company’s investment securities is based on quoted market prices where available. If quoted
market prices are not available, fair values are based on market prices for comparable securities.

The following table reflects the maturity distribution of the Company’s investment securities, at book
value, as of December 31, 2001 and weighted average yields (for tax-exempt obligations on a fully taxable
equivalent basis assuming a 34% tax rate) of such securities. The maturity for all securities are shown
based on their contractual maturity date, except (1) equity securities with no contractual maturity date
which are shown in the longest maturity category and (2) mortgage-backed securities which are allocated
among various maturities based on an estimated repayment schedule utilizing Bloomberg median prepay-
ment speeds. Expected maturities will differ from contractual maturities because issuers may have the right
to call or prepay obligations with or without call or prepayment penalties.

Maturity Distribution of Investment Securities

Over Over
1 Year 1 Year 5 Years Over
or Thru5 Thru 10 10 Fair
Less Years Years Years Total Value
(Dollars in thousands)

Securities of U.S. Government agencies” ................ $ - $ 60,168 $10,009 $ - $70,177 $ 70,177
Mortgage-backed seCurities® ............cocvevrviriernreiinens 14,670 54,607 15,569 6,388 91,234 91,234
Obligations of states and political subdivisions® ..... 514 1,716 1,429 14,461 18,120 18,152
Other SECUTIIES™ 1vvvveivrere et csrae e - - - 7,636 7,636 7,642

TOLAL voeereeee et $15184 $116,491 $27,007 $28,485 $187,167 $187.,205
Percentage of total .........eceveccereiierierieriesnesierenrens 8.11% 62.24% 14.43% 15.22% 100.00%
Weighted average yield (FTE)® ......c..ocoeeevvrvvvvnnrenn 6.10 5.39 6.03 6.51 5.71

(1) All federal agency securities held by the Company have certain rights which allow the issuer to call or prepay the
obligation without prepayment penalties.

(2) For purposes of this maturity distribution schedule mortgage-backed securities have been allocated among esti-
mated repayment periods based on Bloomberg median prepayment speeds as of January 23, 2002.

(3) Includes approximately $1.0 million of securities earning interest at floating rates repricing semi-annually.

(4) Includes approximately $4.7 million of Federal Home Loan Bank stock which has historically paid quarterly
dividends at a variable rate approximating the federal funds rate.

(5) The weighted average yields (FTE) are based on book value.
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Deposits

The Company’s bank subsidiary’s lending and investing activities are funded primarily by deposits,
approximately 53.7% of which were time deposits and 46.3% of which were demand and savings deposits
at December 31, 2001. Interest-bearing deposits other than time deposits consist of transaction, savings and
money market accounts. These deposits comprise 35.6% of total deposits at December 31, 2001. Non-
interest bearing demand deposits at December 31, 2001, constituted approximately 10.7% of total deposits.
The Company had $3.5 million of brokered deposits at December 31, 2001.

Average Deposit Balances and Rates

Year Ended December 31,

2001 2000 1999
Average Average Average
Average Rate  Average Rate Average Rate
Amount Paid  Amount Paid Amount Paid
(Dollars in thousands)
Non-interest bearing accounts ........... $ 65,368 - % 60,636 - % 54,782 -
Interest-bearing accounts:
Transaction (NOW) .......ccooviiieeeennn, 102,318 2.30% 55,452 2.47% 51,615 2.21%
SAVINGS ...ovvirreeieiiieeiriieiereciie e 18,745 1.14 16,586 2.06 15,702 1.97
Money marKket........ccccevvveeeriivrenenennn 44,860 2.63 39,245 4.01 38,6063 3.38
Time deposits less than $100,000 .. 205,328 5.28 231,764 5.59 239,707 5.08
Time deposits $100,000 or more .... 207,273 5.16 224,231 6.01 177,938 5.00
Total deposSits........cvcevivvrveerecreennn $643,892 $627,914 $578,407

The following table sets forth by time remaining to maturity, time deposits in amounts of $100,000 or

more at December 31, 2001.

Maturity Distribution of Time Deposits of $100,000 and Over

Maturity

3 months or less
Over 3 to 6 monthS...................
Over 6 to 12 months
Over 12 months

.................

........................

Interest Rate Sensitivity

The Company’s interest rate risk management is
the responsibility of the Asset/Liability Management
Committee, which reports to the Board of Directors.
This committee establishes policies that monitor
and coordinate the Company’s sources, uses and
pricing of funds. The committee is also involved
with management in the Company’'s planning and
budgeting process.

The Company regularly reviews its exposure to
changes in interest rates. Among the factors consid-
ered are changes in the mix of earning assets and
interest-bearing liabilities, interest rate spreads and
repricing periods. Typically, the committee reviews
on at least a quarterly basis the bank subsidiary’s
relative ratio of rate sensitive assets to rate sensitive
liabilities and the related cumulative gap for different
time periods. Additionally, the committee and man-
agement utilize a simulation model in assessing the
Company's interest rate sensitivity.

This simulation modeling process projects a
baseline net interest income (assuming no changes
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December 31, 2001

(Dollars in thousands)

$94,079
60,751
32,956
2,829

.............
.............

.............

in interest rate levels) and estimates changes to that
baseline net interest income resulting from changes
in interest rate levels. The Company relies primarily
on the results of this model in evaluating its interest
rate risk. In addition to the data in the gap table
presented below, this model incorporates a number
of additional factors. These factors include: (1) the
expected exercise of call features on various assets
and liabilities, (2) the expected rates at which various
rate sensitive assets and liabilities will reprice,

(3) the expected growth in various interest earning
assets and interest-bearing liabilities and the ex-
pected interest rates on such new assets and liabili-
ties, (4) the expected relative movements in different
interest rate indexes which are used as the basis for
pricing or repricing various assets and liabilities,

(5) existing and expected contractual cap and floor
rates on various assets and liabilities, (6) expected
changes in administered rates on interest-bearing
transaction, savings, money market and time deposit
accounts and the expected impact of competition

on the pricing or repricing of such accounts and

(7) other factors. Inclusion of these factors in the




model is intended to more accurately project the
Company’s changes in net interest income resulting
from an immediate and sustained parallel shift in
interest rates of up 100 basis points (bps), up 200
bps, down 100 bps and down 200 bps. While the
Company believes this model provides a more
accurate projection of its interest rate risk, the
model includes a number of assumptions and
predictions which may or may not be correct and
may impact the model results. These assumptions
and predictions include inputs to compute baseline
net interest income, growth rates, competition and a
variety of other factors that are difficult to accurately
predict. Accordingly, there can be no assurance the
simulation model will reflect future results.

The following table presents the simulation
model's projected impact of an immediate and
sustained parallel shift in interest rates on the
projected baseline net interest income for a twelve
month period commencing January 1, 2002. A
parallel shift in the interest rates is an arbitrary
assumption which fails to take into account changes
in the slope of the yield curve.

Change in % Change in
Interest Rates Projected Baseline
(in bps) Net Interest Income
+200 (6.2)%
+100 (2.5)
-100 (2.5)
-200 (6.6)

In the event of a shift in interest rates, manage-
ment may take certain actions intended to mitigate
the negative impact to net interest income or to
maximize the positive impact to net interest income.
These actions may include, but are not limited to,
restructuring of earning assets and interest-bearing
liabilities, seeking alternative funding sources or
investment opportunities and modifying the pricing
or terms of loans and deposits.

The Company’s simple static gap analysis is
shown in the following table. At December 31,

2001 the cumulative ratios of rate sensitive assets to
rate sensitive liabilities at six months and one year,
respectively, were 52.5% and 61.2%. A financial
institution is considered to be liability sensitive, or
as having a negative gap, when the amount of its
interest-bearing liabilities maturing or repricing
within a given time period exceeds the amount of
its interest earning assets also maturing or repricing
within that time period. Conversely, an institution

is considered to be asset sensitive, or as having

a positive gap, when the amount of its interest-
bearing liabilities maturing and repricing is less than
the amount of its interest earning assets also matur-
ing or repricing during the same period. Generally,
in a falling interest rate environment, a negative gap
should result in an increase in net interest income,
and in a rising interest rate environment this nega-
tive gap should adversely affect net interest income.
The converse would be true for a positive gap. Due
to inherent limitations in any static gap analysis
and since conditions change on a daily basis, these
expectations may not reflect future results.

Rate Sensitive Assets and Liabilities
December 31, 2001

Rate Rate Cumulative Cumulative
Sensitive  Sensitive Period Cumulative Gap to RSA® to
Assets  Liabilities Gap Gap Total RSA®®  RSL®
(Dollars in thousands)

Immediate to 6 months ..... $248,567 $473,585  $(225,018) $(225,018)  (28.01)% 52.49%
7 months—12 months .... 93,393 85,009 8,384 (216,634)  (26.96) 61.22
1—2 YeArS evverrereeeenrianns 146,232 52,495 93,737 (122,897) (15.30) 79.89
2—3 YEALS cooverrrrernrrrnnn. 116,569 2,444 114,125 (8,772)  (1.09) 98.57
3—4 years ....ccccvveevriirenn 134,689 1,348 133,341 124,569 15.50 120.26
4—35 Years ....ceovveeeerrinnnnns 9,112 16,715 (7,603) 116,966 14.56 118.52
Over 5 years ......cccovvvveens 54,899 89,249 (34,350) 82,616 10.28 111.46

Total...cvevveenireenreeiiiens $803,461 $720,845 $ 82,616

(1) Rate Sensitive Assets
(2) Rate Sensitive Liabilities
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The data used in the table above is based on
contractual repricing dates for variable or adjustable
rate instruments except for interest-bearing Now
accounts (except Maxyield™) and regular savings
accounts of which 50% are reflected as repricing pro
rata during the first two years with the remaining
50% distributed over future periods. Callable
investments or borrowings are scheduled on their
contractual maturity unless the Company has
received notification the investment or borrowing
will be called. In the event the Company has received
notification of call, the investment or borrowing is
placed in the fixed rate category for the time period
in which the call occurs or is expected to occur.
Mortgage-backed securities are scheduled over
maturity periods based on Bloomberg median
estimated pre;payment speeds as of January 23,
2002. Other financial instruments are scheduled
based on their contractual maturity. This simple
gap analysis gives no consideration to a number of
factors which can have a material impact on the
Company’s interest rate risk position. Such factors
include among other things, call features on certain
assets and liabilities, prepayments, interest rate
floors and caps on various assets and liabilities,
the current interest rates on assets and liabilities
to be repriced in each period, and the relative
changes in interest rates on different types of
assets and liabilities.

Impact of Inflation and Changing Prices

The Consolidated Financial Statements and related
Notes presented elsewhere in the report have been
prepared in accordance with accounting principles
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generally accepted in the United States. This
requires the measurement of financial position
and operating results in terms of historical dollars
without considering the changes in the relative
purchasing power of money over time due to
inflation. The impact of inflation is reflected in the
increased cost of the Company’s operations. Unlike
most industrial companies, nearly all the assets and
liabilities of the Company are monetary in nature.
As a result, interest rates have a greater impact on
the Company’s performance than do the effects of
general levels of inflation. Interest rates do not
necessarily move in the same direction or to the
same extent as the prices of goods and services.

Capital Compliance

Bank regulatory authorities in the United States
impose certain capital standards on all bank
holding companies and banks. These capital
standards require compliance with certain minimum
“risk-based capital ratios” and a minimum “lever-
age ratio”. The risk-based capital ratios consist of
(1) Tier 1 capital (i.e., common stockholders’
equity excluding goodwill, certain intangibles and
net unrealized gains on available for sale securities,
but including, subject to limitations, trust preferred
securities and other qualifying items) to total risk-
weighted assets and (2) total capital (Tier 1 capital
plus Tier 2 capital which is the qualifying portion
of the allowance for loan losses and the portion
of trust preferred securities not counted as Tier 1
capital) to risk-weighted assets. The leverage ratio
is measured as Tier 1 capital to adjusted quarterly
average assets.




The Company's risk-based and leverage capital ratios exceeded these minimum requirements at December
31, 2001 and December 31, 2000 and are presented below, followed by the capital ratios of the Company S
bank subsidiary at December 31, 2001.

Consolidated Capital Ratios
December 31,

2001 2000

(Dollars in thousands)

Tier 1 capital:

StOCKhOLIAEIS’ EQUILY ..vovvvieeiieiiieeiiiiieeeir ittt $ 56,617 $ 48,349
Allowed amount of guaranteed preferred beneficial interest in Company’s
subordinated debentures (trust preferred securities) ..........cccceeeeerivevvennene 17,250 16,617
Plus net unrealized losses on available for sale securities ........c...c..cceeeennen. 499 1,501
Less goodwill and certain intangible assets ........cccccovveveeruiiiereeniesicnrnennene (2,823) (3,064)
Total TieT 1 CAPItAl....ceeeeiieiriieiieeiiiieet et 71,543 63,403
Tier 2 capital:
Qualifying allowance for 10an 10SSes ........ccccccovvveruiinienniiniiicnieniie e, 7,846 6,606
Remaining amount of guaranteed preferred beneficial interest in Company’s
subordinated debentures (trust preferred securities) .........ccceevvvvvvvereernnnne. - 633
Total risk-based capital..........ccccoreriiiiierriniiiiiceiiieiie e $ 79,389 $ 70,642
RISK-WeEIGNTEA ASSELS ...vvevveeiriiieieeiiieeie ettt sre e b et e e eneens $626,806 $550,516
Ratios at end of period:
LeVerage Capital ......coveeeiieeeeiiieeiciieerresste e e e sreeeetr e e esae s s rne e s eabresntnaens 8.51% 7.57%
Tier 1 risk-based capital..........ccoceevriiriieniiiiiieei e 11.41 11.52
Total risk-based capital ............ccceeriiieeieriiiinieeniiieeee e 12.67 12.83
Minimum ratio guidelines:
Leverage capital) ......ccoviiiiiiicie et raeeae e 3.00% 3.00%
Tier 1 risk-based capital.........cccocvviiieieniiiiiiniiicce e 4.00 4.00
Total risk-based capital ..........ccoovviimieeriiiiieniiiiieree et e e e 8.00 8.00

Capital Ratios of Bank Subsidiary
December 31, 2001

Bank of the Ozarks
(Dollars in Thousands)
Stockholders’ equity - Tier 1....cccovvevervivrrerriennens $69,645
Leverage capital ..........ccoovevviiniiiniiinniinccnnine, 8.29%
Tier 1 risk-based capital .......ccccvevevveeninieranireennne, 11.13
Total risk-based capital ........ccccoveveervenriecenrirnennne 12.38

(1) Regulatory authorities require institutions to operate at varying levels (ranging from 100-200 basis points) above
a minimum leverage ratio of 3% depending upon capitalization classification.

Company'’s subordinated debentures.” Both the trust

Liquidity and Capital Resources preferred securities and the subordinated debentures
Trust Preferred Securities. On June 18, 1999 will mature on June 18, 2029; however, they may be
Ozark Capital Trust, the Company’s wholly owned prepaid, subject to regulatory approval, prior to
Delaware trust subsidiary, sold to investors $17.3 maturity at any time on or after June 18, 2004, or
million of 9% trust preferred securities. The pro- earlier upon certain changes in tax or investment
ceeds were used to purchase an equal principal company laws or regulatory capital requirements.
amount of subordinated debentures of Bank of the Growth and Expansion. During 2001 the Com-

Ozarks, Inc. Subject to certain limitations, the trust pany opened four new banking offices and one new
preferred securities qualify as Tier 1 capital and are loan production office. This gives the Company a
presented in the Consolidated Balance Sheets as total of 28 banking offices and one loan production
“Guaranteed preferred beneficial interest in the office. The Company expects to open its new
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Maumelle office in the first quarter of 2002 and
plans to open at least two o?fices in the Conway,
Arkansas market during 2002. Additional offices
may be opened in 2002, including possible new
offices in the metropolitan Little Rock area and
Fort Smith. Capital expenditures were $4.0 million
in 2001 and are expected to be in the range of $7
to $9 million for 2002.

Bank Liquidity. Liquidity represents an
institution’s ability to provide funds to satisfy
demands from depositors and borrowers by either
converting assets into cash or accessing new or
existing sources of incremental funds. Generally,
the Company'’s bank subsidiary relies on customer
deposits and loan repayments as their primary
sources of funds. The Company has used these
funds, together with FHLB advances and other
borrowings, to make loans, acquire investment
securities and other assets and to fund
continuing operations.

Deposit levels may be affected by a number
of factors, including rates paid by competitors,
general interest rate levels, returns available to
customers on alternative investments and general
economic conditions. Loan repayments are a
relatively stable source of funds, but such loans
generally are not readily convertible to cash and
are subject to risks associated with borrowers ability
to pay which may be impacted by national and local
economic conditions. Accordingly, the Company
may be required from time to time to rely on second-
ary sources of liquidity to meet loan and withdrawal
demands or otherwise fund operations. Such sources
include FHLB advances, federal funds lines of credit
from correspondent banks and Federal Reserve
Bank borrowings.

At December 31, 2001, the Company’s bank
subsidiary had substantial unused borrowing
availability. This availability was primarily comprised
of the following three sources: (1) $31.9 million
of available blanket borrowing capacity with the
Federal Home Loan Bank which offers various terms,
(2) $8.9 million of securities available to pledge
on a federal funds line of credit or for repurchase
agreements or other borrowings and (3) up to
$118.8 million from several borrowing programs
of the Federal Reserve Bank.

Management anticipates the Company’s bank
subsidiary will continue to rely primarily on customer
deposits and loan repayments to provide liquidity.
Additionally, where necessary, the above described
borrowings will be used to augment the Company’s
primary funding sources.

Dividend Policy. In 2001 the Company paid
dividends of $0.46 per share. In 2000 and 1999 the
Company paid dividends of $0.42 and $0.40 per
share, respectively. Commencing in the third quarter
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of 2001 the dividend was increased from $0.11 per
quarter to $0.12 per quarter. The determination of
future dividends on the Company’s common stock
will depend on conditions existing at that time.

The Company’s goal is to continue the current $0.12
quarterly dividend with consideration to future
changes depending on the Company’s earnings,
capital and liquidity needs.

Forward-Looking Information

This Management’s Discussion and Analysis of
Financial Condition and Results of Operations, other
filings made by the Company with the Securities
and Exchange Commission and other oral and
written statements or reports by the Company and
its management, include certain forward-looking
statements including, without limitation, statements
with respect to net interest margin, net interest
income and anticipated future operating and finan-
cial performance, statements regarding asset quality
and nonperforming loans, growth opportunities and
growth rates, acquisition opportunities and other
similar forecasts and statements of expectation.
Words such as “anticipate,” “believe,” “estimate,”
“expect,” “intend” and similar expressions, as they
relate to the Company or its management, identify
forward-looking statements. Forward-looking
statements made by the Company and its manage-
ment are based on estimates, projections, beliefs
and assumptions of management at the time of
such statements and are not guarantees of future
performance. The Company disclaims any obligation
to update or revise any forward-looking statement
based on the occurrence of future events, the receipt
of new information, or otherwise.

Actual future performance, outcomes and results
may differ materially from those expressed in
forward-looking statements made by the Company
and its management due to certain risks, uncertain-
ties and assumptions. Certain factors that may affect
operating results of the Company include, but are
not limited to, the following: (1) potential delays
or other problems in implementing the Company’s
growth and expansion strategy; (2) the ability to
attract new deposits and loans; (3) interest rate
fluctuations; (4) competitive factors and pricing
pressures; (5) general economic conditions, includ-
ing the impact of the current economic slowdown
and its effect on the credit worthiness of borrowers
and collateral values; and (6) changes in legal and
regulatory requirements, as well as, other factors
described in this and other Company reports and
statements. Should one or more of the foregoing
risks materialize, or should underlying assumptions
prove incorrect, actual results or outcomes may
vary materially from those described in the forward-
looking statements.




Summary of Quarterly Results of
Operations, Common Stock Market Prices and Dividends

2001 - Three Months Ended

Mar. 31 June 30 Sept. 30 Dec. 31
(Dollars in thousands, except per share amounts)

Total interest iNCOIME ....ccovverrrvveeernrreieerenrrreennns $15,374 $15,044 $14,782 $14,919
Total Interest EXpense .....ccoecveeervvirvvuverinneeens 9,362 8,115 6,957 5,980

Net interest iNCOME .........vvevvvvvvveereeerrrnenns 6,012 6,929 7,825 8,939
Provision for 1oan 10SSes .........ccccovveevveeinnen. 354 658 910 1,479
NON-iNterest iNCOME ....uvveerriiiereerreriererererererenns 1,657 1,920 1,737 2,039
Non-interest EXPense ........cccceeveeriivereevsivnnens. 4,296 4,746 4,816 5,171
INCOME tAXES .ovvvvveiriiiieeiriirieerernineeirsraineaneens 760 835 1,138 1,348
Distributions on trust preferred securities ...... 397 397 397 397

NEt INCOME ...ooovvvvieiirieiirre e $ 1,862 $ 2,213 $ 2,301 $ 2,583

Per share:

Earnings - diluted .......ccccoovvevcrniiniennnn $ 049 $ 0.58 $ 0.60 $ 0.67

Cash dividends ......cccooveveevvrveeriiiiiriennne 0.11 0.11 0.12 0.12
Bid price per common share:

LOW et eeeteni s ee vt s eerenreee $ 12.63 $ 13.00 $ 19.38 $ 20.75

HiIGH ceoniiiieiecriecceeccec e 14.75 20.20 24.10 25.60

2000 - Three Months Ended
Mar. 31 June 30 Sept. 30 Dec. 31

(Dollars in thousands, except per share amounts)

Total interest iNCOMIE ....vovvvvereeveeeiierrenennereeaene $14,404 $14,905 $15,425 $16,018
Total interest EXpPense ........cccceevnirieeeeennveenens 8,198 8,812 9,856 10,223

Net interest inCome ........cceeeveveveeereviveennnns 6,206 6,093 5,569 5,795
Provision for loan 10SSes ........cccoevvveeeenrvrinnenn. 378 324 1,225 398
Non-interest inCOMe ..........ovvvieviierenereeneeeenenn, 1,250 1,417 1,552 1,323
NON-INtErest EXPENSE .....evevreveerisirvreeenniveerenins 4,187 4,244 4,351 4,182
INCOME LAXES evvviniiririirrirerriiereneeeennsrerneeneenns 708 730 255 596
Distributions on trust preferred securities ...... 397 397 397 396

Net INCOME ..cvvvieeeeerrrieeereeeinnerresvreneneeens $ 1,786 $ 1,815 $ 893 $ 1,546

Per share:

Earnings - diluted .......coeevevvvveiniiniiennnenne $ 047 $ 0.48 $ 0.24 $ 041

Cash dividends .......ccooueeevirreceaniinieenniene 0.10 0.10 0.11 0.11
Bid price per common share:

LOW ettt $ 14.13 $ 14.94 $ 11.75 $ 10.19

HIGH oeveoiiieieee e 19.44 18.25 16.50 12.94

See Note 14 to Consolidated Financial Statements for discussion of dividend restrictions.

26




Report of Independent Auditors

Board of Directors and Shareholders
Bank of the Ozarks, Inc.

We have audited the accompanying consolidated balance sheets of
Bank of the Ozarks, Inc. and subsidiaries as of December 31, 2001 and
2000, and the related consolidated statements of income, stockholders’
equity, and cash flows for each of the three years in the period ended
December 31, 2001. These financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly,
in all material respects, the consolidated financial position of Bank of the
Ozarks, Inc. and subsidiaries at December 31, 2001 and 2000, and the
consolidated results of their operations and their cash flows for each of
the three years in the period ended December 31, 2001, in conformity
with accounting principles generally accepted in the United States.

W# MLLP

Little Rock, Arkansas
January 10, 2002
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Bank of the Ozarks, Inc.
CONSOLIDATED BALANCE SHEETS

December 31,
_2001 _ 20060
(Dollars in thousands, except per share amounts)
ASSETS
Cash and due from banks $ 31,114 $ 20,523
Interest-bearing deposits 218 217
Cash and cash equivalents 31,332 20,740
Investment securities - available for sale 182,704 51,696
Investment securities - held to maturity

(estimated market value: $4,501 in 2001 and $197,619 in 2000) 4,463 201,320
Federal funds sold - 2,000
Loans, net of unearned income 616,076 510,544

Allowance for loan losses (8,712) (6,606)
Net loans 607,364 503,938
Premises and equipment, net 33,123 30,535
Foreclosed assets held for sale, net 661 1,600
Interest receivable 5,821 8,894
Intangible assets, net 2,823 3,064
Other 3,088 3,165
Total assets $871,379 $826,952

LIABILITIES AND STOCKHOLDERS’ EQUITY

Deposits
Demand non-interest bearing $ 72,801 $ 64,572
Savings and interest-bearing transaction 241,042 113,606
Time 363,900 499,505
Total deposits 677,743 677,683
Repurchase agreements with customers 16,213 13,839
Other borrowings 99,690 66,703
Accrued interest and other liabilities 3,866 3,128
Total liabilities 797,512 761,353

Guaranteed preferred beneficial interest in the Company’s
subordinated debentures 17,250 17,250

Commitments and contingencies - -
Stockholders’ equity

Preferred stock; $0.01 par value, 1,000,000 shares authorized, no shares issued
and outstanding - -

Common stock; $0.01 par value, 10,000,000 shares authorized, 3,782,055 and

3,779,555 shares issued and outstanding in 2001 and 2000, respectively 38 38
Additional paid-in capital 14,360 14,314
Retained earnings 42,718 35,498
Accumulated other comprehensive loss (499) (1,501)

Total stockholders’ equity 56,617 48,349

Total liabilities and stockholders’ equity $871,379 $826,952

The accompanying notes are an integral part of these consolidated financial statements
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Bank of the Ozarks, Inc.
CONSOLIDATED STATEMENTS OF INCOME

Interest income
Loans
Investment securities - taxable
- nontaxable
Deposits with banks and federal funds sold
Total interest income

Interest expense
Deposits
Repurchase agreements with customers
Other borrowings
Total interest expense

Net interest income
Provision for loan losses
Net interest income after provision for loan losses

Other income
Trust income
Service charges on deposit accounts
Other income, charges and fees
Gain on sale of securities
Other
Total other income

Other expense
Salaries and employee benefits
Net occupancy and equipment
Other operating expenses
Total other expense

Income before income taxes and trust distribution
Distributions on trust preferred securities
Provision for income taxes

Net income

Basic earnings per common share
Diluted earnings per common share

Year Ended December 31,
2001 2000 1999

(Dollars in thousands, except per share amounts)

$47,464 $43,451 $37,008
11,203 15,331 12,847
1,403 1,953 1,675
49 17 45
60,119 60,752 51,575
25,300 29,701 23,831
537 680 132
4,577 6,708 3,819
30,414 37,089 27,782
29,705 23,663 23,793
(3,401) (2,325) (2,485)
26,304 21,338 21,308
604 592 479
3,776 3,380 2,499
2,602 1,530 1,936
153 - 69
218 40 164
7,353 5,542 5,147
10,551 8,928 8,752
3,098 2,910 2,655
5,381 5,126 5,057
19,030 16,964 16,464
14,627 9,916 9,991
1,587 1,587 846
4,081 2,289 2,510
$ 8,959 $ 6,040 $ 6,635
$ 2.37 $ 1.60 $ 1.76
$ 2.35 $ 1.60 $ 1.75

The accompanying notes are an integral part of these consolidated financial statements
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Bank of the Ozarks, Inc.
CONSOCLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Accumulated
Additional Other
Common Paid-In Retained  Comprehensive
Stock Capital Earnings Income (LoOSS) Total

(Dollars in thousands, except per share amounts)

Balance - January 1, 1999 $38 $14,314 $25,922 $ 81 $40,355
Comprehensive income:
Net income - - 6,635 - 6,635

Other comprehensive income (loss)
Unrealized losses on available
for sale securities net of $966
tax effect - - - (1,558) (1,558)

Less: reclassification adjustment
for gains included in income

net of $30 tax effect - - - (46) (46)
Comprehensive income 5,031
Dividends paid, $0.40 per share - - (1,512) - (1,512)

Balance - December 31, 1999 38 14,314 31,045 (1,523) 43,874
Comprehensive income:
Net income - - 6,040 - 6,040

Other comprehensive income (loss)
Unrealized gains on available
for sale securities net of $14
tax effect - - - 22 22

Reclassification adjustment
for gains included in income - - - - _

Comprehensive income 6,062
Dividends paid, $0.42 per share - - (1,587) - (1,587)
Balance - December 31, 2000 38 14,314 35,498 (1,501) 48,349
Comprehensive income:
Net income - ' - 8,959 - 8,959

Other comprehensive income
Unrealized gains on available for
sale securities net of $457
tax effect - - - 737 737

Reclassification adjustment
for gains included in income

net of $164 tax effect - - - 265 265
Comprehensive income 9,961
Dividends paid, $0.46 per share - - (1,739) - (1,739)

Issuance of 2,500 shares of common
stock for exercise of stock options
including tax benefits of $5 - 46

Balance - December 31, 2001 $38 $14,360 $42,718 $ (499) $56,617

1

1
o
(o)}

The accompanying notes are an integral part of these consolidated financial statements
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Bank of the Ozarks, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Amortization
Provision for loan losses
Provision for losses on foreclosed assets
Amortization and accretion on investment securities
Gain on sale of investment securities
(Increase) decrease in mortgage loans held for sale
Gain on disposition of premises and equipment
(Gain) loss on disposition of foreclosed assets
Deferred income taxes

Changes in assets and liabilities:
Interest receivable

Other assets, net
Accrued interest and other liabilities
Net cash provided by operating activities

Cash flows from investing activities
Proceeds from sales and maturities of investment
securities available for sale

Purchases of investment securities available for sale

Year Ended December 31,

2001

48,302
(177,681)

Proceeds from maturities of investment securities held to maturity 197,135

Purchases of investment securities held to maturity
Increase (decrease) in federal funds sold
Net increase in loans
Proceeds from sale of loans
Proceeds from dispositions of premises and equipment
Purchases of premises and equipment
Proceeds from dispositions of foreclosed assets
Net cash used in investing activities

Cash flows from financing activities
Net increase in deposits
Net proceeds (repayments) from other borrowings
Net increase in repurchase agreements with customers
Proceeds from trust preferred securities
Proceeds on exercise of stock options
Dividends paid
Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents - beginning of year
Cash and cash equivalents - end of year

2,000
(96,515)

(4,048)
2,775

(28,032)

60
32,988
2,374
41

(1,739)
33,724

10,592
20,740
$ 31,332

2000

(Dollars in thousands)

$ 6,040

1,490
293
2,325
183
(104)

545
(8)

45

405

(1,720)
128
155
9,777

316
(7,093)
20,176
(2,880)
(2,000)
(48,862)
99
(1,570)
3,524

(38,290)

81,752
(60,287)
4,813

(1,587)

24,691

(3,822)
24,562
$ 20,740

The accompanying notes are an integral part of these consolidated financial statements
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1999

$ 6,635

1,375
262
2,485
90
(132)
(69)
4,308
(40)
28
(139)

(1,657)

(1,500)
1,017
12,663

19,922
(49,635)
42,293
(101,756)
(89,630)
994
317
(5,048)
1,454
(181,089)

66,890
87,718
7,618
17,250

(1,512)
177,964

9,538
15,024
$ 24,562




(Dollars in thousands,

1. Summary of Significant
Accournting Policies

Organization - Bank of the Ozarks, Inc. (the
“Company™) is a bank holding company headquartered
in Little Rock, Arkansas, which operates under the rules
and regulations of the Board of Governors of the Federal
Reserve System and owns a state chartered bank named
Bank of the Ozarks and Ozark Capital Trust, a Delaware
business trust. The bank is subject to the regulation
of certain federal and state agencies and undergoes
periodic examinations by those regulatory authorities.
The bank has offices located in northern, western, and
central Arkansas.

Principles of consolidation - The consolidated
financial statements include the accounts of the
Company and its wholly owned subsidiaries.
Significant intercompany transactions and amounts
have been eliminated in consolidation.

Use of estimates - The preparation of financial
statements in conformity with accounting principles
generally accepted in the United States requires
management to make estimates and assumptions that
affect the amounts reported in the consolidated financial
statements and accompanying notes. Actual results
could differ from those estimates.

Cash and cash equivalents - For purposes of reporting
cash flows, cash and cash equivalents include cash on

hand, amounts due from banks and interest-bearing
deposits with banks.

Investment securities - Management determines the
appropriate classification of debt securities at the time
of purchase and reevaluates such designation as of each
balance sheet date. Debt securities are classified as held-
to-maturity when the Company has the positive intent
and ability to hold the securities to maturity. Held-to-
maturity securities are stated at amortized cost.

Debt securities not classified as held-to-maturity or
trading and marketable equity securities not classified
as trading are classified as available-for-sale. Available-
for-sale securities are stated at estimated fair value, with
the unrealized gains and losses, net of tax, reported as
a separate component of stockholders’ equity and other
comprehensive income.

The amortized cost of debt securities classified as
held-to-maturity or available-for-sale is adjusted for
amortization of premiums and accretion of discounts to
maturity, or in the case of mortgage-backed securities,
over the estimated life of the security. Such amortization
is included in interest income from investments.
Interest and dividends are included in interest
income from investments.

Fair values for investment securities are based on
quoted market prices, where available. If quoted market
prices are not available, fair values are based on quoted
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Bank of the Ozarks, Inc.
Notes to Consolidated Financial Statements

except per share data)

market prices of comparable instruments. Gains or
losses on the sale of securities are recognized on the
specific identification method at the time of sale.

Loans - Loans receivable that management has the
intent and ability to hold for the foreseeable future or
until maturity or pay-off are reported at their outstand-
ing principal adjusted for any charge-offs, deferred fees
or costs on originated loans, and unamortized premiums
or discounts on purchased loans. Interest on loans is
calculated by using the simple interest method on daily
balances of the principal amount outstanding. Loan
origination fees and direct origination costs are capital-
ized and recognized as adjustments to yields on the
related loans.

Allowance for loan losses - The allowance for loan
losses is established through a provision for loan losses
charged against income. Loans deemed to be uncollect-
ible are charged against the allowance for loan losses
when management believes that the collectibility of the
principal is unlikely, and subsequent recoveries, if any,
are credited to the allowance.

The allowance is maintained at a level that manage-
ment believes will be adequate to absorb losses on
existing loans that may become uncollectible, based on
evaluations of the collectibility of loans and prior loan
loss experience. The evaluations take into consideration
such factors as changes in the nature and volume of the
loan portfolio, overall portfolio quality, review of specific
problem loans, historical loan loss experience and
current economic and business conditions that may
affect the borrowers’ ability to pay or the value of the
collateral securing the loans. The Company’s policy
generally is to place a loan on nonaccrual status when
payment of principal or interest is contractually past
due 90 days, or earlier when concern exists as to
the ultimate collection of principal and interest. The
Company continues to accrue interest on certain loans
contractually past due 90 days if such loans are both
well secured and in the process of collection.

The Company considers a loan to be impaired
when, based on current information and events, it is
probable that the Company will be unable to collect all
amounts due according to the contractual terms thereof.
The Company applies this policy even if delays or
shortfalls in payment are expected to be insignificant.
All nonaccrual loans and all loans that have been
restructured from their original contractual terms are
considered impaired loans. The aggregate amount of
impairment of loans is utilized in evaluating the ad-
equacy of the allowance for loan losses and amount of
provisions thereto. Losses on impaired loans are charged
against the allowance for loan losses when in the
process of collection it appears likely that such losses
will be realized. The accrual of interest on impaired loans
is discontinued, when in management’s opinion, the
borrower may be unable to meet payments as they




Notes to Consolidated Financial Statements, Dollars in Thousands, Except Per Share Data

become due. When interest accrual is discontinued,

all unpaid accrued interest is reversed. Interest income
is subsequently recognized only to the extent cash
payments are received.

Premises and equipment - Premises and equipment
are stated at cost less accumulated depreciation and
amortization. Depreciation and amortization are com-
puted on a straight-line basis over the estimated useful
lives of the related assets. Estimated book depreciation
lives for the major classes of assets are 20 to 50 years
for buildings, improvements and leaseholds, and 3 to 15
years for furniture, fixtures and equipment. Accelerated
depreciation methods are used for tax purposes.

Foreclosed assets held for sale - Real estate and
personal properties acquired through or in lieu of loan
foreclosure are to be sold and are initially recorded at
fair value at the date of foreclosure establishing a new
cost basis.

Valuations are periodically performed by management
and the real estate is carried at the lower of book value
or fair value less cost to sell. Gains and losses from the
sale of other real estate are recorded in other income,
and expenses used to maintain the properties are
included in operating expenses.

Income taxes - The Company utilizes the liability
method in accounting for income taxes. Under this
method, deferred tax assets and liabilities are determined
based upon the difference between the values of the
assets and liabilities as reflected in the financial state-
ment and their related tax basis using enacted tax rates
in effect for the year in which the differences are expected
to be recovered or settled. As changes in tax laws or
rates are enacted, deferred tax assets and liabilities
are adjusted through the provision for income taxes.

The Company and its subsidiaries file consolidated
tax returns. Its subsidiaries provide for income taxes
on a separate return basis, and remit to the Company
amounts determined to be currently payable.

Trust department income - Property, other than cash
deposits, held by the Company'’s trust department in
fiduciary or agency capacities for its customers is not
included in the accompanying consolidated financial
statements, since such items are not assets of the
Company. Trust department income has been recognized
on the cash basis in accordance with customary
banking practice, which does not differ materially
from the accrual method.

Intangible assets - Intangible assets consist of
goodwill and core deposit intangibles. These assets are
being amortized over periods ranging from 10 to 40
years. Goodwill represents the excess purchase price
over the fair value of net assets acquired in business
acquisitions. Core deposit intangibles represent premiums
paid for deposits acquired. Accumulated amortization of
intangibles totaled $1,765 and $1,524 at December 31,
2001 and 2000, respectively.

Earnings per share - Basic earnings per share has
been calculated based on the weighted average number
of shares outstanding. Diluted earnings per share has
been calculated based on the weighted average number
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of shares outstanding after consideration of the dilutive
effect of the Company’s outstanding stock options.

Financial instruments - In the ordinary course of
business, the Company has entered into off-balance
sheet financial instruments consisting of commitments to
extend credit and letters of credit. Such financial instru-
ments are recorded in the financial statements when
they are funded or related fees are incurred or received.

Advertising and public relations expense - Advertising
and public relations expense is expensed as incurred

and totaled $583, $551 and $612 for the years ended
December 31, 2001, 2000 and 1999, respectively.

Stock-based compensation - The Company has elected
to follow Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees” (“APB 25")
and related interpretations in accounting for its employee
stock options. Under APB 25, because the exercise price
of employee stock options equals the market price of the
underlying stock on the date of grant, no compensation
expense is recorded. The Company has adopted the
disclosure-only provisions of Statement of Financial
Accounting Standards (“SFAS”) No. 123, “Accounting
for Stock-Based Compensation”.

Segment Disclosures - On December 31, 1998, the
Company adopted SFAS No. 131, “Disclosures about
Segments of an Enterprise and Related Information”.
SFAS 131 established standards for reporting informa-
tion about operating segments and related disclosures
about products and services, geographic areas and
major customers. As the Company operates in only
one segment — community banking — the adoption
of SFAS 131 did not have a material effect on the
primary financial statements or the disclosure of
segment information. No revenues are derived from
foreign countries and no single external customer
comprises more than 10% of the Company’s revenues.

Recent Accounting Pronouncements - In june 2001,
the Financial Accounting Standards Board issued

Statements of Financial Accounting Standards No.

141, “Business Combinations”, and No. 142, “Goodwill
and Other Intangible Assets”, effective for fiscal years
beginning after December 15, 2001. Under the new
rules, goodwill and intangible assets deemed to have
indefinite lives will no longer be amortized but will be
subject to annual impairment tests in accordance with
the statements. Other intangible assets such as core
deposit intangibles will continue to be amortized over
their useful lives.

The Company will apply the new rules on accounting
for goodwill and other intangible assets beginning in
the first quarter of 2002. During 2002, the Company
will perform the first of the required impairment tests
of goodwill and indefinite lived intangible assets as
of January 1, 2002. The Company does not expect
the adoption of these accounting standards to have a
significant impact on the operating results and financial
position of the Company.

Redlassifications - Certain reclassifications of 2000
and 1999 amounts have been made to conform with
the 2001 financial statements presentation.




Notes to Consolidated Financial Statements, Dollars in Thousands, Except Per Share Data

2. Investment Securities

The following is a summary of the amortized cost and estimated market values of investment securities:

Securities - available for sale:

Securities of United States
government and agencies

Mortgage-backed securities
State and political subdivisions
Other securities

Total securities - available for sale

Securities - held to maturity:

Securities of United States
government and agencies

State and political subdivisions
Other securities
Total securities - held to maturity

Securities - available for sale:

Securities of United States
government and agencies

Mortgage-backed securities
State and political subdivisions
Other securities

Total securities - available for sale

Securities - held to maturity:

Securities of United States
government and agencies

State and political subdivisions
Other securities
Total securities - held to maturity

December 31, 2001

Amortized Unrealized Unrealized Market
Cost Gains Losses Value
$ 69,912 $429 $ (164) $ 70,177
91,726 138 (630) 01,234
17,121 81 (662) 16,540
4,753 - - 4,753
$183,512 $648 $ (1,456) $182,704
$ - $ - $ - $ -
1,580 32 - 1,612
2,883 6 - 2,889
$ 4,463 $ 38 $ - $4,501
December 31, 2000
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
$ - $ - $ - $ -
178 - (4) 174
42,943 - (2,377) 40,566
11,006 72 (122) 10,956
$ 54,127 $ 72 $ (2,503) $ 51,696
$195,771 $ - $ (3,0664) $192,107
2,569 16 (59) 2,526
2,980 6 - 2,986
$201,320 $ 22 $ (3,723) $197,619
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Notes to Consolidated Financial Statements, Dollars in Thousands, Except Per Share Data

A maturity distribution of available-for-sale and held-to-maturity investment securities reflected at amortized
cost and estimated market value as of December 31, 2001 is as follows:

Available for Sale

Held to Maturity

Estimated Estimated
Amortized Market Amortized Market
Cost Value Cost Value
Due in one year or less $ 15,011 $ 15,013 $ 171 $ 172
Due after one year to five years 115,273 115,527 964 981
Due after five years to ten years 26,531 26,562 445 459
Due after ten years 26,697 25,602 2,883 2,889
Totals $ 183,512 $182,704 $ 4,463 $ 4,501

For purposes of this maturity distribution all securi-
ties are shown based on their contractual maturity date,
except equity securities with no contractual maturity
date which are shown in the longest maturity category
and mortgage-backed securities which are allocated
among various maturities based on an estimated
repayment schedule utilizing Bloomberg median
prepayment speeds. Expected maturities will differ
from contractual maturities because issuers may have
the right to call or prepay obligations with or without
call or prepayment penalties.

During the year ended December 31, 2001
investment securities available-for-sale with a fair value
at the date of sale of $35,153 were sold. In the year
ended December 31, 2000 no securities were sold. In
the year ended December 31, 1999 investment securi-
ties available-for-sale with a fair value of $18,408 were
sold. The gross realized gains on such sales in 2001
and 1999 totaled $273 and $78, respectively. The gross
realized losses totaled $83 in 2001 and $9 in 1999.

The Company maintained a trading account of
up to $200 during part of 2001. No trading account
securities were held at December 31, 2001. The
Company had no trading securities during 2000 or
1999. The gross realized gains on trading securities in
2001 totaled $3 and gross realized losses totaled $40.

Assets, principally investment securities, having
a carrying value of approximately $173,684 and
$229,853 at December 31, 2001 and 2000, respectively,
were pledged to secure public deposits and for other
purposes required or permitted by law.

3. Loans
The following is a summary of the loan portfolio by
principal categories:
December 31,
2001 2000

Real Estate:

Residential 1-4 family $167,559 $144,920

Non-farm/non-residential 180,257 134,726
Agricultural 45,303 38,808
Construction/land development 51,140 42,354
Multifamily residential 20,850 8,367
Consumer 55,805 58,430
Commercial and industrial 78,324 63,799
Agricultural (non-real estate) 12,866 14,605
Other 3,972 4,535

Loans, net of unearned discounts

$616,076 $510,544
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These loan categories are presented net of unearned
income, unearned purchase discounts and deferred
costs totaling $750 and $799 at December 31, 2001
and 2000, respectively. Loans on which the accrual of
interest has been discontinued aggregated $1,806 and
$1,880 at December 31, 2001 and 2000, respectively.
Interest income recorded during 2001 for non-accrual
loans at December 31, 2001 was $117. Under the
original terms, these loans would have reported
approximately $175 of interest income during 2001.
The Company did not segregate income recognized
on a cash basis in its financial records in 2000 and
1999, and thus, such disclosure is not practical.

Mortgage loans held for resale of $14,140 and
$1,832 at December 31, 2001 and 2000, respectively,
are included in residential 1-4 family loans. The
carrying value of these loans approximates their fair
value. Other income, charges and fees include mortgage
lending income of $1,920, $849 and $1,306 during
2001, 2000 and 1999, respectively.

4, Allowance for Loan Losses

The following is a summary of activity within the
allowance for loan losses:

Year Ended December 31,
2001 2000 1999
Balance - beginning of year $6,606 $6,072 $4,689
Loans charged-off (1,420) (1,998) (1,225)
Recoveries on loans
previously charged-off 125 207 123
Net charge-offs (1,295) (1,791) (1,102)
Provision charged to
operating expense 3,401 2,325 2,485

Balance - end of year $8,712 $6,606 $6,072

Impairment of loans having carrying values of $1,806
and $1,880 (all of which were on a non-accrual basis)
at December 31, 2001 and 2000, respectively, have
been recognized in conformity with SFAS No. 114,
as amended by SFAS No. 118. The total allowance for
credit losses related to these loans was $323 and $212
at December 31, 2001 and 2000, respectively. The
average carrying value of impaired loans was $1,659,
$2,748 and $3,611, for the years ended December 31,
2001, 2000 and 1999, respectively. For impairment
recognized in conformity with SFAS 114, as amended,
the entire change in present value of expected cash
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flows is reported as provision for loan losses in the same
manner in which impairment initially was recognized or

as a reduction in the amount of provision for loan losses
that otherwise would be reported.

Real estate securing loans having a carrying value
of $1,336 and $2,641 was transferred to foreclosed
assets held for sale in 2001 and 2000, respectively.
The Company is not committed to lend additional
funds to debtors whose loans have been modified.

5. Premises and Equipment

The following is a summary of premises and

equipment: December 31,

2001 2000

Land $ 8,088 $ 7,289
Construction in process 496 369
Buildings and improvements 21,696 19,408
Leasehold improvements 2,660 2,460
Equipment 7,910 7,926

40,850 37,452
Accumulated depreciation (7,727) (6,917)
Premises and equipment, net $33,123 $30,535

The Company capitalized $53, $52 and $51 of
interest on construction projects during the years ended
December 31, 2001, 2000 and 1999, respectively.
Included in occupancy expense is rent of approximately
$162, $123 and $71 incurred under noncancelable
operating leases in 2001, 2000 and 1999, respectively,
for leases of real estate in connection with buildings
and premises. These leases contain certain renewal
and purchase options according to the terms of the
agreements. Future amounts due under noncancelable
operating leases at December 31, 2001 are $163 —
2002, $161 — 2003, $143 — 2004, $126 — 2005,
$102 — 2006 and $775 — thereafter.

6. Deposits

The aggregate amount of time deposits with a
minimum denomination of $100 was $190,615 and
$265,345 at December 31, 2001 and 2000, respectively.

The following is a summary of the scheduled
maturities of all time deposits:
December 31,

2001 2000
Up to one year $352,098 $470,707
One year to two years 8,003 24,543
Two years to three years 2,148 1,954
Three years to four years 578 1,019
Four years to five years 334 556
Thereafter 739 726
Total time deposits $363,900 $499,505
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7. Borrowings

Short-term borrowings with maturities less than one
year include FHLB advances, Federal Reserve Bank
borrowings, non-customer repurchase agreements,
treasury, tax and loan note accounts and federal funds
purchased. The following is a summary of information
relating to the short-term borrowings:

December 31,
2001 2000

Average annual balance $14,299 $28,700

December 31 balance 18,247 1,062
Maximum month-end

balance during year 40,793 45,702
Interest rate:

Weighted average 3.54% 6.37%

December 31 1.74 5.00

The following is a summary of long term borrowings:

December 31,
2001 2000

FHLB advances with original
maturities exceeding one year. Interest
rates range from 2.49% to 6.43% at
December 31, 2001. At December 31,
2001, the Company’s bank subsidiary
had remaining $31,936 of unused
blanket FHLB borrowing availability.
The FHLB maintains as collateral a
blanket lien on a portion of the
Company’s real estate, commercial

and agricultural loans. $81,383 $65,581

Other 60 60
$81,443 $65,641

Maturities of long term borrowings at December 31,
2001 are as follows: 2002 — $198; 2003 — $20,258;
2004 — $198; 2005 — $198; 2006 — $197; 2007 —
$197; 2008 — $197 and 2010 — $60,000. FHLB
advances of $60 million maturing in 2010 may be called
quarterly but the Company has the option to refinance
on a long-term basis any amounts called.
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8. Guaranteed Preferred Beneficial
Interest in the Company’s
Subordinated Debentures

On June 18, 1999 Ozark Capital Trust (“Ozark
Capital”), a Delaware business trust wholly owned by
Bank of the Ozarks, Inc., sold to investors in a public
underwritten offering $17.3 million of 9% cumulative
trust preferred securities. The proceeds were used to
purchase an equal principal amount of 9% subordi-
nated debentures of Bank of the Ozarks, Inc. Bank
of the Ozarks, Inc. has, through various contractual
arrangements, fully and unconditionally guaranteed
all obligations of Ozark Capital on a subordinated

9. Income Taxes

basis with respect to the preferred securities. Subject
to certain limitations, the preferred securities qualify
as regulatory Tier 1 capital and are presented in the
Consolidated Balance Sheets as “Guaranteed preferred
beneficial interest in the Company’s subordinated
debentures.” The sole asset of Ozark Capital is the
subordinated debentures issued by Bank of the Ozarks,
Inc. Both the preferred securities of Ozark Capital and
the subordinated debentures of Bank of the Ozarks,
Inc. will mature on June 18, 2029; however, they may
be prepaid, subject to regulatory approval, prior to
maturity at any time on or after June 18, 2004, or
earlier upon certain changes in tax or investment
company laws or regulatory capital requirements.

The following is a summary of the components of the provision (benefit) for income taxes:

Current:
Federal
State

Total current
Deferred:

Federal
State

Total deferred
Provision for income taxes

Year Ended December 31,

2001 2000 1999
$4,520 $1,884 $2,814
130 - (165)
4,650 1,884 2,649
(515) 405 (146)
(54) - 7
(569) 405 (139)
$4,081 $2,289 $2,510

The reconciliation between the statutory federal income tax rate and effective income tax rate is as follows:

Statutory federal income tax rate

State income taxes, net of federal benefit
Effect of non-taxable interest income
Refund of prior years state income tax
Effect of graduated rate differential
Other

Effective income tax rate

Year Ended December 31,

2001 2000 1999
35.0% 34.0% 34.0%
0.9 - -
(3.6) (7.1) (5.7)
(0.7) - (1.1)
(0.9) - -
0.6 0.6 0.2
31.3% 27.5% 27.4%

In 2001 and 1999 the Company recorded tax refunds of a state income tax assessment the Company had paid
and expensed in 1997. These settlements resulted in a refund of $147 of tax and $123 of interest in 2001 and a
refund of $153 of tax and $91 of interest in 1999. These amounts were recorded as a credit to tax expense and

other income, respectively, for the years 2001 and 1999.

The types of temporary differences between the tax basis of assets and liabilities and their financial
reporting amounts that give rise to deferred income tax assets and liabilities and their approximate tax

effects are as follows:

Deferred tax assets:

Allowance for loan losses

Valuation of foreclosed assets

Unrealized depreciation on securities available for sale
Gross deferred tax assets
Deferred tax liabilities:

Accelerated depreciation on premises and equipment
Other

Gross deferred tax liabilities
Net deferred tax assets included in other assets
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December 31,

2001 2000
$3,207 $2,153
34 40
309 931
3,550 3,124
1,635 1,269
531 418
2,166 1,687
$1,384 $1,437
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10. Employee Benefit Plans

Employee Stock Ownership Plan - The Company had
an employee stock ownership plan (“ESOP”) to provide

benefits to substantially all employees of the Company.
The ESOP was merged into the 401 (k) Plan in 1999.
The Company had historically made annual contribu-
tions to the plan as determined solely by the Board of
Directors. The Company made no contributions in 1999.

401 (k) Plan - In May 1997 the Company established
a qualified retirement plan, with a salary deferral
feature designed to qualify under Section 401 of the
Internal Revenue Code (the “401 (k) Plan”). The 401 (k)
Plan permits the employees of the Company to defer a
portion of their compensation in accordance with the
provisions of Section 401 (k) of the Code. Matching
contributions may be made in amounts and at times
determined by the Company. Certain other statutory
limitations with respect to the Company’s contribution
under the 401 (k) Plan also apply. Amounts contributed
by the Company for a participant will vest over six years
and will be held in trust until distributed pursuant to
the terms of the 401 (k) Plan.

Employees of the Company are eligible to participate
in the 401 (k) Plan when they meet certain requirements
concerning minimum age and period of credited service.
All contributions to the 401 (k) Plan will be invested

in accordance with participant elections among certain
investment options. Distributions from participant
accounts will not be permitted before age 65, except
in the event of death, permanent disability, certain
financial hardships or termination of employment.
The Company made matching contributions to the
401 (k) plan during 2001, 2000 and 1999 of $157,
$160 and $146, respectively.

11. Stock Options

The Company has a nonqualified stock option plan
for certain key employees and officers of the Company.
This plan provides for the granting of incentive
nongqualified options to purchase up to 385,000
shares of common stock in the Company. No option
may be granted under this plan for less than the fair
market value of the common stock at the date of the
grant. The exercise period and the termination date
for the employee plan options is determined when
the options are actually granted. The Company also
has a nonqualified stock option plan for non-employee
directors. The non-employee director plan calls for
options to purchase 1,000 shares of common stock
to be granted to non-employee directors the day
after the annual stockholders’ meeting. These options
are exercisable immediately and expire ten years
after issuance.

The following summarizes stock option activity for the year indicated:

Year ended December 31,

2001
Weighted-
Average
Exercise
Options Price
Outstanding -
beginning of year 307,775 $17.08
Granted 38,450 19.56
Exercised (2,500) 16.24
Canceled (14,575) 18.31
Outstanding -
end of year 329,150 $17.33
Exercisable at
end of year 129,500 $19.71
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2000 1999
Weighted- Weighted-
Average Average
Exercise Exercise
Options Price Options Price
254,100 $19.72 198,050 $20.42
105,650 12.26 71,500 17.96
(51,975) 20.15 (15,450) 20.57
307,775 $17.08 254,100 $19.72
144,825 $18.68 83,200 $22.20
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Exercise prices for options outstanding as of December

31, 2001 ranged from $11.85 to $34.13. The weighted-

average fair value of options granted during 2001, 2000

and 1999 was $5.47, $4.22 and $6.85, respectively.
The weighted-average remaining contractual life of the
options issued in 2001 is 7.3 years.

The fair value of each option granted is estimated on
the date of grant using the Black-Scholes option-pricing
model with the following weighted-average assumptions:

2001 2000 1999

Risk-free interest rate
Dividend yield 238 2797  2.00
Expected dividend yield increase  9.00  9.00 12.00
Expected stock volatility 33.13 38.88 42.16
Weighted average expected life 5 years 5 years 5 years

4.13% 5.71% 5.71%

For purposes of pro forma disclosures as required by

SFAS No. 123, the estimated fair value of the options is

amortized over the options’ vesting period. The follow-
ing table represents the required pro forma disclosures
for options granted subsequent to December 31, 1996:

2001 2000 1999

Pro forma net income

Pro forma earnings per share:
Basic $2299% 153 8% 1.65
Diluted 227 153 1.64

$8,674 $5,797 $6,243

The following is a summary of currently outstanding and exercisable options at December 31, 2001:

Options Outstanding

Options Exercisable

Weighted
Average
Range of Remainin,
Exercise Options Contractua
Prices Qutstanding Life (in years)
$11.85-19.19 228,400 4.8
21.50-27.75 94,750 4.1
34.13 6,000 6.3
329,150

12. Commitments and Contingencies

The Company is a party to financial instruments
with off-balance sheet risk in the normal course of
business to meet the financing needs of its customers.
These financial instruments include commitments to
extend credit and standby letters of credit.

The Company’s exposure to credit loss in the
event of nonperformance by the other party to the
financial instrument for commitments to extend
credit is represented by the contractual notional
amount of those instruments. The Company has the
same credit policies in making commitments and
conditional obligations as it does for on-balance
sheet instruments.

Commitments to extend credit are agreements to
lend to a customer as long as there is no violation of
any condition established in the contract. Commit-
ments generally have fixed expiration dates or other
termination clauses and may require payment of a fee.
Since these commitments may expire without being
drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. The
Company evaluates each customer’s credit worthiness
on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Company upon
extension of credit, is based on management’s credit
evaluation of the counterparty. Collateral held varies
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Weighted Weighted
Average Average
Exercise Options Exercise

Price Exercisable Price

$14.78 69,500 $16.31

22.39 54,000 22.49

34.13 6,000 34.13
129,500

but may include accounts receivable, inventory,
property, plant and equipment, and income-producing
commercial properties.

The Company had outstanding commitments to
extend credit of approximately $70,798 and $53,803
at December 31, 2001 and 2000, respectively. The
commitments extend over varying periods of time with
the majority to be disbursed within a one-year period.

The Company had total outstanding letters of credit
amounting to $3,662 and $1,922 at December 31,
2001 and 2000, respectively. The commitment terms
generally expire within one year.

The Company grants agribusiness, commercial,
residential and consumer installment loans to
customers primarily in northern, western and central
Arkansas. The Company maintains a diversified
loan portfolio.

13. Related Party Transactions

The Company has entered into transactions with
its executive officers, directors, principal shareholders,
and their affiliates (related parties). The aggregate
amount of loans to such related parties at December 31,
2001 and 2000 was $14,587 and $8,061, respectively.
New loans and advances on prior commitments made
to such related parties were $14,186, $13,955 and
$3,263 for the years ended December 31, 2001, 2000
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and 1999, respectively. Repayments of loans made by
such related parties were $7,660, $13,407 and $1,067
for the years ended December 31, 2001, 2000 and
1999, respectively.

During 2001, 2000 and 1999 the Company incurred
costs in connection with construction of eight banking
buildings or facilities. The majority owner of the
contractor on five of these construction projects is a
member of the Company’s Board of Directors. Total
payments to the contractor for these projects and
certain renovation type contracts during the years
ended December 31, 2001, 2000 and 1999 were
approximately $545, $708 and $2,343, respectively.

14. Regulatory Matters

Federal regulatory agencies generally require
member banks to maintain core (Tier 1) capital of
at least 3% of total assets plus an additional cushion
of 1% to 2%, depending upon capitalization
classifications. Tier 1 capital generally consists of total
stockholders’ equity. Additionally, these agencies
require member banks to maintain total risk-based
capital of at least 8% of risk-weighted assets, with at
least one-half of that total capital amount consisting
of Tier 1 capital. Total capital for risk-based purposes
includes Tier 1 capital plus the lesser of the allowance
for loan losses or 1.25% of risk-weighted assets.

The Company’s regulatory capital positions were as follows:

December 31, 2001

December 31, 2000

Computed Computed  Computed Computed
Capital Percent Capital Percent
Bank of the Ozarks, Inc. (consolidated):
Total risk-based capital $79,389 12.67% $70,642 12.83%
Tier 1 risk-based capital 71,543 11.41 63,403 11.52
Leverage ratio - 8.51 - 7.57
Bank of the Ozarks:
Total risk-based capital $77,479 12.38% $68,963 12.54%
Tier 1 risk-based capital 69,645 11.13 62,357 11.34
Leverage ratio - 8.29 - 7.45

As of December 31, 2001 and 2000, the most
recent notification from the regulators categorized the
Company and its subsidiary bank as well capitalized
under the regulatory framework for prompt corrective
action. There are no conditions or events since that
notification that management believes have changed
the Company’s or its subsidiary bank’s category.

At December 31, 2001, the subsidiary bank
exceeded its minimum capital requirements. As of
December 31, 2001, the state bank commissioner’s
approval was required before the bank could declare
and pay any dividend of 75% or more of the net profits
of the bank after all taxes for the current year plus 75%
of the retained net profits for the immediately preceding
year. $7,429 was available at December 31, 2001, for
payments of dividends by the bank without the approval
of regulatory authorities.

Under Federal Reserve regulation, the subsidiary
bank is also limited as to the amount it may loan to its
affiliates, including the Company, unless such loans are
collateralized by specific obligations. At December 31,
2001, the maximum amount available for transfer from
the subsidiary bank to the Company in the form of loans
is limited to 10% of the bank's total risk-based capital
or approximately $7,748.

The subsidiary bank is required by bank regulatory
agencies to maintain certain minimum balances of
cash or non-interest bearing deposits primarily with
the Federal Reserve. At December 31, 2001 and
2000, these required balances aggregated $958
and $678, respectively.
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15. Fair Value of Financial
Instruments

The following methods and assumptions were used
to estimate the fair value of financial instruments.

Cash and due from banks - For these short-term
instruments, the carrying amount is a reasonable
estimate of fair value.

Investment securities - For securities held for
investment purposes, fair values are based on quoted
market prices or dealer quotes. If a quoted market
price is not available, fair value is estimated using
quoted market prices for similar securities or the
carrying amount.

Loans, net of unearned income - The fair value
of loans is estimated by discounting the future cash
flows using the current rate at which similar loans
would be made to borrowers with similar credit
ratings and for the same remaining maturities.

Deposit liabilities - The fair value of demand
deposits, savings accounts, NOW accounts and
certain money market deposits is the amount payable
on demand at the reporting date. The fair value of
fixed maturity certificates is estimated using the rate
currently offered for deposits of similar remaining
maturities. The carrying amount of accrued interest
payable approximates its fair value.
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Other borrowed funds - For these short-term instru-
ments, the carrying amount is a reasonable estimate of
fair value. The fair value of long-term debt is estimated
based on the current rates available to the Company for
debt with similar terms and remaining maturities.

Accrued interest - The carrying amount of accrued
interest payable approximates its fair value.

Oft-balance sheet instruments - Fair values for
off-balance sheet lending commitments are based on
fees currently charged to enter into similar agreements,
taking into account the remaining terms of the
agreements and the counterparties’ credit standing.

Commitments to extend credit and standby letters
of credit - The fair value of these commitments is
estimated using the fees currently charged to enter
into similar agreements taking into account the
remaining terms of the agreements and the present
credit-worthiness of the counterparties. For fixed-rate
loan commitments, fair value also considers the
difference between current levels of interest rates and

Financial assets:
Cash and cash equivalents
Available-for-sale securities
Held-to-maturity securities
Loans, net of allowance for loan losses
Accrued interest receivable

Financial liabilities:
Demand, NOW and savings account deposits
Time deposits
Repurchase agreements with customers
Other borrowings
Accrued interest and other liabilities

Off-balance sheet items:
Standby letters of credit
Commitments to extend credit

16. Supplemental Cash Flow Information
Supplemental cash flow information is as follows:

Cash paid during the period for:
Interest
Income taxes

the committed rates. The fair value of letters of credit is
based on fees currently charged for similar agreements
or on the estimated cost to terminate them or otherwise
settle the obligations with the counterparties at the
reporting date.

The following table presents the estimated fair
values of the Company’s financial instruments. The fair
values of certain of these instruments were calculated
by discounting expected cash flows, which involves
significant judgments by management and uncertain-
ties. Fair value is the estimated amount at which
financial assets or liabilities could be exchanged in a
current transaction between willing parties other than
in a forced or liquidation sale. Because no market exists
for certain of these financial instruments and because
management does not intend to sell these financial
instruments, the Company does not know whether
the fair values shown below represent values at which
the respective financial instruments could be sold
individually or in the aggregate.

Supplemental schedule of non-cash investing and financing activities:
Transfer of loans to foreclosed assets held for sale

Loans advanced for sales of foreclosed assets

Change in unrealized loss (gain) in available for sale securities
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2001 2000
Carrying Fair Carrying Fair
Amount Value Amount Value
$ 31,332 $ 31,332 $ 20,740 $ 20,740
182,704 182,704 51,696 51,696

4,463 4,501 201,320 197,619
607,364 618,374 503,938 501,842
5,821 5,821 8,894 8,894
$313,843 $313,843 $178,178 $178,178
363,900 365,753 499,505 502,214
16,213 16,225 13,839 13,844
99,690 102,011 66,703 70,038
3,866 3,866 3,128 3,128
$ - $ 3,662 $ - $ 1,922
- 70,798 - 53,803
Year Ended December 31,

2001 2000 1999

$31,096 $36,909 $27,448

4,205 1,927 2,314

1,336 2,641 3,625

1,215 441 771

1,623 (36) 2,600




17. Other Operating Expenses
The following is a summary of other operating expenses:
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Year Ended December 31,

2001 2000 1999
Telephone and data lines $ 728 $ 714 $ 604
Operating supplies 543 487 513
Advertising and public relations 583 551 612
Other 3,527 3,374 3,328
Total other operating expenses $5,381 $5,126 $5,057
18. Earnings Per Common Share
The following table sets forth the computation of basic and diluted earnings per share (“EPS”):
Year Ended December 31,
2001 2000 1999
Numerator:
Net income $8,959 $6,040 $6,635
Denominator: S = —
Denominator for basic EPS weighted average shares 3,781 3,780 3,780
Effect of dilutive securities:
Stock options 35 2 12
Denominator for diluted EPS - adjusted weighted average
shares and assumed conversions 3,816 3,782 3,792
Basic EPS 2.37 § 1.60 1.76
Diluted EPS $ 2.35 $ 1.60 1.75

|

Options to purchase 101, 211 and 97 shares of common stock at prices ranging from $21.87 to $34.13 per share
were outstanding during 2001, 2000 and 1999 but were not included in the computation of diluted EPS because
the options’ exercise price was greater than the average market price of the common shares and inclusion would

have been antidilutive.

19. Parent Company Financial Information

The following condensed balance sheets, income statements and statements of cash flows reflect the financial

position and results of operations for the parent company:

Condensed Balance Sheets

December 31,

2001 2000
Assets
Cash and cash equivalents $ 817 $ 720
Investment in subsidiaries 71,410 63,307
Premises and equipment, net 3 6
Excess cost over fair value of net assets acquired, at amortized cost 1,092 1,148
Debt issuance cost, net 936 970
Other 183 25
Total assets $74,441 $66,176
Liabilities and Stockholders’ Equity
Accrued interest and other liabilities $ 40 $ 43
Notes payable - -
Subordinated debentures 17,784 17,784
Total liabilities 17,824 17,827
Stockholders’ equity
Common stock 38 38
Additional paid-in capital 14,360 14,314
Retained earnings 42,718 35,498
Accumulated other comprehensive loss (499) (1,501)
Total stockholders’ equity 56,617 48,349
Total liabilities and stockholders’ equity 74,441 $66,176
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Condensed Statements of Income

Income
Dividends from subsidiaries
Other
Total income
Expenses
Interest
Other operating expenses
Total expenses

Income before income tax benefit
and equity in undistributed earnings of subsidiaries
Income tax benefit
Equity in undistributed earnings of subsidiary

Net income

Year Ended December 31,

Condensed Statements of Cash Flows

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation

Amortization
Equity in undistributed earnings of subsidiaries

Changes in assets and liabilities:
Accrued interest and other liabilities
Other, net
Net cash provided by operating activities
Cash flows from investing activities
Investment in subsidiaries
Net cash used in investing activities

Cash flows from financing activities

Issue common stock

Increase in deferred debt issuance cost

Issue subordinated debentures

Payments of notes payable

Dividends paid
Net cash (used in) provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents - beginning of period
Cash and cash equivalents - end of period

43

2001 2000 1999
$3,048 $2,748 $2,591
88 29 92
3,136 2,777 2,683
1,635 1,636 1,257
486 477 777
2,121 2,113 2,034
1,015 664 649
843 672 743
7,101 4,704 5,243
$8,959 $6,040 $6,635
Year Ended December 31,

2001 2000 1999
$8,959 $6,040 $6,635
3 8 11

90 90 75
(7,101) (4,704) (5,243)
(3) (4) 27
(158) 188 (195)
1,790 1,618 1,310
- - (3,534)
- - (3,534)

46 - -
- - (1,022)

- - 17,784
- (24) (12,364)
(1,739) (1,587) (1,512)
1,693) 1,611) 2,886
97 7 662
720 713 51

$ 817 $ 720 $ 713




Alma

611 Highway 71 North
Alma, Arkansas 72921
(479) 632-8080

Altus

1612 Franklin

Altus, Arkansas 72821
(479) 468-2191

Bellefonte

3334 Highway 65 South
Harrison, Arkansas 72601
(870) 743-4400

Bryant

Wal-Mart Supercenter
400 Bryant Avenue
Bryant, Arkansas 72022
(501) 653-4100

Clarksville - Main

1010 West Main

Clarksville, Arkansas 72830
(479) 754-8282

Clarksville - Rogers

1144 Rogers Avenue
Clarksville, Arkansas 72830
(479) 754-8008

Clinton

Highway 65 South
Clinton, Arkansas 72031
(501) 745-7474

Conway*

803 Harkrider

Conway, Arkansas 72032
(501) 932-3000

Fort Smith - Rogers

5401 Rogers Avenue

Fort Smith, Arkansas 72903
(479) 478-4300

Fort Smith - Zero Street
2520 Zero Street

Fort Smith, Arkansas 72908
(479) 424-1299

Harrison - North

725 Highway 62 & 65 North
Harrison, Arkansas 72601
(870) 741-3178

Harrison - Downtown
315 North Walnut
Harrison, Arkansas 72601
(870) 391-8400

Jasper

Stone & Church Streets
Jasper, Arkansas 72641
(870) 446-2265

Little Rock - Cantrell

7500 Cantrell Road

Little Rock, Arkansas 72207
(501) 978-3000

Little Rock - Chenal

12615 Chenal Parkway
Little Rock, Arkansas 72211
(501) 978-2265

Little Rock - Chester

109 North Chester Street
Little Rock, Arkansas 72201
(501) 378-7600

Little Rock - Otter Creek
13415 Otter Creek Parkway
Little Rock, Arkansas 72210
(501) 978-3545

Little Rock - Rodney Parham
11102 Rodney Parham Road
Little Rock, Arkansas 72212
(501) 978-2525

Longoke

303 East Front Street
Lonoke, Arkansas 72086
(501) 676-3233

Marshall

U. S. Highway 65 & Duvall Street
Marshall, Arkansas 72650

(870) 448-5228
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Maumelle*

120 Audubon

Maumelle, Arkansas 72113
(501) 851-9991

Mulberry

115 Mulberry, Highway 64 West
Mulberry, Arkansas 72947
(479) 997-1515

North Little Rock - Indian Hills
6929 John F. Kennedy Blvd.

North Little Rock, Arkansas 72116
(501) 834-9494

North Little Rock - North Hills
4846 North Hills Blvd.

North Little Rock, Arkansas 72116
(501) 978-3500

Ozark - Main

6th & Commercial
Ozark, Arkansas 72949
(479) 667-2181

Ozark - Westside

2011 West Commercial
Ozark, Arkansas 72949
(479) 667-3358

Paris

1405 East Walnut
Paris, Arkansas 72855
(479) 963-1100

Van Buren

515 Pointer Trail East

Van Buren, Arkansas 72956
(479) 474-8282

Western Grove

Highways 123 & 65

Western Grove, Arkansas 72685
(870) 429-5228

Yellville

104 W. Old Main Street
Yellville, Arkansas 72687
(870) 449-2265

*Opening First Quarter 2002
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